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PREFACE 


The problems of local finance are, it will be readily 
admitted, of fundamental importance for our national 
reconstruction. The country is at present passing through 
one of the most critical stages of our national history. 
The problems of local finance have been dealt with in this 
book on two basic assumptions. One, that India is going 
to attain complete freedom and the other it is indivisible. It 
is now being assumed that we are on the eve of attaining 
complete freedom. The conditions are favourable and 
omens good; and yet it would be sheer folly to take it 
for granted that our freedom is as good as won. It should 
be clear to all discerning students of our national problems 
that stupendous difficulties have still to be surmounted 
before we can feel that fight for freedom is over and wc 
can go ahead with the task of national rehabilitation and 
reconstruction. The other assumption, it is obvious, 
is not vailid beyond question. The very thought of the 
country being divided is painful to all real patriots; but 
division of the country is a possibility that has to be rec- 
koned with though we have to do our best to strive for 
the realization of our long-cherished hope of a free and 
united India. 

The future is not at all assured and yet we have to 
proceed with the study of urgent national problems with 
faith and confidence that we can and will shape the des- 
tiny of our people. The problem of local finance is one 
of the most urgent problems of our. national life. If 
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India is to be a creative democracy, local self-government 
has to become a reality. It must be the very foundation 
of our entire national superstructure and derive its 
strength and power for growth from the pulsating life 
of the nation. Local finance is in essence an aspect of 
the entire life of our people and can contribute to the 
re-making of our country if it is approached with clear 
appreciation of its organic connection with national 
life in the country. 

All the world over the problems of local self-govern- 
ment and local finance are presenting themselves in a new 
form owing to the new content which they have acquired 
due to the growing integration of the life of the people. 
The issues to which they give rise are paradoxical 
in character and cannot be solved without social crafts- 
manship of the highest order. This is much more true 
of our cotintry which has to take a re-birth in the teal 
sense of the word. The solution of the problems of 
local finance, as of all major problems of our national 
life, call for practical vision and synthetic insight. This 
book has been written in the hope that we as a people 
will rise to the need of the hour and make good. It is 
earnestly hoped that it has not been written in vain. 
The concrete suggestions have only such value and utility 
as any constructive suggestions can have when every- 
thing is in a state of flux and the future is being shaped 
by forces whose course is truly unpredictable. 

^ I have to express my sense of indebtedness to my wife 
Anasuya Wagle — ^for the assistance ihat she has given me 
in seeing the book through the press. 


October 13, 7946 


Gyanchand 



CONTENTS 

LECTURE 


PAGE 


Preface 


V 

I. 

The Problem 

• . 

I 

11. 

The Historical Background . . 

• 4 

23 

HI. 

Local Revenues — ^Indirect Taxation . . 

• • 

46 

IV. 

Local Revenues — ^Direct Taxation . . 

• • 

88 

V. 

Local Revenues — ^Business Enterprises 

• t 

161 

VI. 

Local Revenues — Grants-ln-Aid 

• • 

183 

vn. 

Local Loans 

• • 

199 

VIII. 

Local Expendithte 

• • 

220 

IX. 

Village Panchayat-Finance 

• » 

246 

X. 

Administration and Regulation of 

Local 



Finance 

I • 

274 


Appendices 

» • 

296 


References 

• • 

327 


Index 

• • 

333 




LECTURE I 


THE PROBLEM 

In view of the imminence of inmoftant political 
changes it is necessary to review the financial position 
of the local authorities in India, which have, as is uni- 
versally admitted, to play an increasingly important 
rdle in the political life of the country. The local self- 
governing institutions are generally regarded as schools 
of democracy, and this function of theirs has been duly 
stressed in all official pronouncements on the subject of 
local self-government ever since the famous 1882 Reso- 
lution of Lotd Ripon. It was once held that political 
freedom of India had to depend upon our making self- 
government a reality, and the weakness of the local bodies 
was urged as an argument against constitutional advance 
in the wider spheres of government. Though this argu- 
ment is now outside the range of practical politics, it is 
necessary to remember that ‘responsible institutions’, 
to use the words of the Montague Chelmsford Report, 
“will not be stably rooted until they become broad-based.”^ 
India has to embark upon a programme of all-round 
national reconstruction if the new freedom is to fulfil 
the hopes which it has aroused. In the spheres of health, 
industry, and education the country has to make a rapid 
headway, and the tempo of ptogress has to be determined 
not only by our own needs, great and urgent as they are, 
but also by the necessity of keeping pace with the march 
of world events. It will be necessary to have a national 
plan and programme, and among the agencies which will 
be entrusted with the task of their execution, the local 

1 The Montage Chelmsford Refer f, para 192, 
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bodies will easily have the foremost place. Their 
wealaiess will not only hinder the political development 
of the country but also react adversely on our progress 
in all other spheres of national life. They have to be 
strong as the nation camiot come to its own unless they, 
in the spheres assigned to them, show the necessary vital- 
ity and efficiency in the discharge of their duties. 

The great potential importance of the local bodies 
carries with it the necessity of recognising the fact that 
their present position is not at all reassuring. In the 
last two decades each Province has taken steps to enlarge 
the powers and resources of the local bodies. There 
exists a certain amount of internal control in one or two 
Provinces which is at variance with the spirit of the new 
laws; but, on the whole, it can be said that if the present 
position of the local bodies is not what it might and should 
be, it is not due to the limitations of their powers imposed 
from above. They are charged with duties and functions 
which give them all the scope that they need for the 
exercise of their initiative and enterprise, and their powers 
are wide enough to enable them to play their role with 
distinction and ability provided they are properly manned 
and intelligently directed. The inadequacy of their resour- 
ces, which is the crux of the whole problem of local 
finance, presents, of course, a difficulty against wliich we 
win have to struggle for years to come; 'and it 
is, at present, the most serious obstacle in the way of the 
local bodies. But a new chapter has to be written in the 
history of local self-government and, therefore, of local 
finance, and for that the need of approaching the subject 
from the right standpoint is as great as that of finding 
more expansive sources of revenue for the urban and rurd 
local authorities. 

The advanced students of political science are up 
against a problem the inherent contradictions of which 
rn^e the revision of political theory and practice a matter 
of urgent necessiiy,* There is on the one hand the need for 
greater decentralisation, political and administrative. PoH- 
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tical decentralisation is necessary because the fatuity 
of ballot-box dciiKtcracy becomes more and more evi- 
dent by the utter incompetence of those whom tliis method 
very often places in a position of authority. The fact 
that the issues with which they arc called upon to deal 
become graver and more baffling everj’^ day provides a 
background which makes the ineptitude of the men in 
power all the more patent; but the difficulty is there and 
inherent in the facts of the situation and has to be sur- 
mounted. The criticism; of progressive political scien- 
tists like FoUct and Mc’lver and thinkers like H.G. Wells 
and Shaw have focussed the attention of thoughtful men 
and women on the nature of the problem and the need 
for finding a solution for it.^ But illuminating as these 
attacks are from a negative standpoint, they do not offer 
a solution of the problem itself. If autocracy and dicta- 
torship are to be ruled out as methods of government,, 
it is not easy to find a fair substitute for the existing methods, 
of ascertaining and registering the will of the people. 
It may perhaps be possible to help the individual lo> 
assert his independence against the overpowering influence 
of the mass mind by limiting the range, vertically and 
horizontally, of the principle of direct election. Democ- 
racy has already fallen into disrepute; and if it is not to be 
discredited stiU further in the eyes of those who are looking 
for new methods of saving the world from itself, decen- 
tralisation, in some form or the other, seems to be highly 
desirable and almost inevitable. 

There is, however, a much mote practical reason for 

^H. G. Wells, for example, in his Democrat Under Revision 
speaks of the phase of Democracy as a release having come to an 
end and of the beginning of the phase of Democmtic Synthesis, 
*a great religious-spirited phase’; and he pins his faith on ‘a profound- 
ly serious minority in the mass of generally indifferent species,’ 
As an analysis of the situation and a statement of the need of the 
hour, all this is profoundly true, but as a constructive proposal it 
seems to suggest the need for rule by the caste of New Sumurai 
— an enlightened, disciplined, and consecrated minority and, in 
contemporary context, has a definitely reactionary flavour. 
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vital fact in all schemes of political and social reorganisa- 
tion. The American constiiution, we are often lold, 
is as out-of-date as the stage-coach which was its contem- 
porary in the year of its inauguration and provided the 
necessary basis for its practical working. The old divi- 
sions and subdivisions of America are still there, and 
federal and state centralisation which has been proceeding 
rapidly in the last two or three decades has had to reckon 
with the rigidity of the constitutional framework and the 
difficulty of weaning people from the parochial outlook 
suited to a bygone age. The fact that the metropolitan 
area of New Jersey is divided into one hundred and forty 
separate self-governing units is not only its own condem- 
nation but also a correct measure of the need for 
scrapping the old-world notions of local self-govern- 
ment.^ 

'In England the utter lack of symmetry and system 
in local administration is a matter of common knowledge, 
and but for the control exercised by the Central Govern- 
ment would have given rise to an amount of waste and 
duplication of local effort and expenditure and made the 
existing position even more irrational than it is in actual 
practice. The control exercised over the local authori- 
ties by the Prefect in France and the District President hi 

1 There in an area which is, roughly, 20 miles in width and 
35 miles in length and has a population of about 2 millions, there 
are 140 municipahties, “This means”, to quote from the New 
Jersey County and Municipal Taxation and Expenditure Commis- 
sion Report, “140 governing bodies, levying taxes and trying to supply 
governmental services; 140 sets of overhead organisation, 140 
separate police departments, 140 agencies struggling with sewage 
disposal, stteets, roads, health, sanitation, and recreation. It means 
140 different agencies which are issuing bonds; 140 separate civic 
ot city halls and other public buildings, large and small.” The 
New Jers^ Commission on County and Municipal Taxation and Ex- 
penditure Report I, p. 47. One can understand what the Com- 
mission mean when at another place in thdr Report they say that 
New Jersey local government is still based on design appropriate 
to horse and bug^ age, and condemn the ‘crazy quilt’ pattern of 
municipal bound^ies. 
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Prussia^ is due to thcit burcaucraLic icaJitions, Lui now 
has its juslificaiion in the needs of the times; and thougli 
it may now be nccessaiy to chanf<c its chatactet, its purpose 
has the sanction of the facts of to-day and can be rationalised 
but not tadically a'tcred. I'hc same is true of other coun- 
tries so far as the available knowledge of I heir systems of 
local government makes it possible to form any opinion 
of their recent developments. The relative destruction 
of space has as one of its obvious results a corresponditifi; 
change in the significance of spatial limits and limita- 
tions.® 

That, of course, in the realm of local self-govern- 
ment means that the distinction between national and 
local functions, always a little elusive and ill-defined, has 
become very shadowy indeed, and has hardly any bearing 
on the facts of the case. Apart from the fiict that the 

^ Dr, W. A. Robson in his "Development of Local Government” 
draws a pointed attention to the existing chaos and confusion in 
local government in England, and states why the defect has not 
been lemedied so far. To quote his own words, “Corporal per- 
sonality perpetuates itself by its very nature, and thus former tenden- 
cies have become fossilised in the structure of local government 
.... Only a continuous or periodic survey of the structure could 
have prevented or cured the present confusion, and this has never 
been attempted.” W. A. Robson, “The Development of Local 
Government”, p. ay. The fossils of former tendencies are embed- 
ded in the structures of local government in many other countries, 
and make readjustment so very difficult. In India, however, as 
stated a little later, this difficulty, though not entirely absent, can 
probably be more easily surmounted than in countdes like the 
U. S. A. and England. 

®Dr. Robson's remarks on the point are worth quoting. He 
says, “With the improved methods of communication now avail- 
able, ...the area of local consciousness has been enlarged and is 
even now increasing in size. It would be strange indeed if this 
enlargement of the mental and material horizon of a society were 
not communicated, or capable of communication, to the institutional 
framework of local government.” Ibid., p. 59. The enlargement 
in the material horizon of the people is much greater and more real 
than in the mental, and the lack of correlation between the two is 
at the root of mote than half the troubles of the world. 
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vitality of eyeiy local unit must, as a ixialtet of course, 
be a matter of national importance, it is not at all easy to 
define what is of purely local interest and importance. 
In matters relating to health, education, and commu- 
nications — ^the three functions which have everywhere 
been assigned to the local autlioiities — the overshadow- 
ing importance of national interests is becoming more and 
more apparent every day. The necessitjr of maintaining 
a nationsd minimum of efficiency in the discharge of these 
functions by the local authorities exists not merely because 
ail local units have to be kept up to the same level of 
efficiency, but because they are essentially national func- 
tions, and the well-being of the entire nation depends 
upon the adequacy with which they are discharged. The 
national government in Great Britain have, according to 
Sydney Webb, ‘bought’ the right of supervision over thei 
local bodies by developing a system of grants-in-aid. 
The increasing importance of grants, not only in the na- 
tional economy of Great Britain but also of every other 
country is, as it will be pointed out a little later, due 
as much to fiscal necessity as to the need for central super- 
vision; but even if the local authorities are in a position to 
do without the contributions from the central exchequer, 
the central government in any country cannot treat 
these important services as matters of local interest only. 
These are vital services in the literal sense of the word. 
The very life of the nation depends upon and is condi- 
tioned by them, and the nation has to safeguard the in- 
terest of its own existence and progress by liaving a unity 
of principle and policy in all matters affecting ffiese ser- 
vices. There are functions like street-lighting which 
can be regarded as more of local than of nations impor- 
tance; but they are relatively speaking unimportant, and 
in most of the services assigned to me local authorities 
the national standpoint is of primary importance and has 
to be properly appreciated in the theory and practice of 
local sdf-govemment. 

This met accounts for the extent to which the central 
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governments in all countries have had to assume the 
responsibility for ensuring the efficiency of the local 
authorities. This means a larger measure of centralisa- 
tion than has existed in most countries until very recently 
which, of course, brings with it the danger of this ten- 
dency being allowed to undermine the very Ifoundations 
of local selF-governmenf. The need for making use of 
local interest and local knowledge for carrying on the 
administration of every country is now greater than ever. 
This is so because in the interests of efficiency as much as 
of education in citi2enship, it is essential that the adminis- 
tration should not become top-heavy. Local initiative 
and enterprise have to be as fuUy developed as possible 
and utilised for the well-being of the community. An 
over-centralised political system may, it is now clearer 
than ever, assume the semblance of ^dency for a short 
time and seem to work marvels, but the very conditions 
of social life to-day tender it highly problemciical whether 
such a system can endure or provide the essentials of 
stability and progress. Every centralised system has in 
it the possibilities of a speedy decay and, without a broad 
base, must in spite of its apparent strength, collapse under 
its own wdght. 

This brings us face to face with the central difficulty, 
the paradox of current political theory and practice. The 
world to-day seems to need centralisation and decentra- 
lisation equdly and at the same time. It is not easy to 
reconcile these mutually incompatible ends. The diffi- 
culty is real and fundamental, but has to be surmounted. 
It would be merely platitudinous to say that we have to 
avoid the extremes and find the middle path. It is very 
difficult to formulate a principle which will combine the 
merits and avoid the demerits of both centralisation and 
decentralisation. But if we are alive to the needs of the 
situation and constantly bear them in mind in the dis- 
cussion of general principles and specific questions, 
it is possible that we may in practice be able to arrive 
at a position of equilibrium as stable as it is possible to 
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get in this extremely unstable world of to-day. There 
will always be rough edges or loose ends in any system 
that we can introduce or may bring into operation. 'There 
is no substitute for constant vigilance in any system of 
self-government or local self-government. The antithesis 
between self-government and good government is general- 
Jy presented in a way as to make the former the more 
fundamental of the two, and in the best sense of the word 
that is so; but practically speaking, it is idle to ignore the 
fact that without good government self-government 
often becomes illusory and is generally not even good self- 
government. The balance between centralisation and 
decentralisation is necessary in the interest both of good 
and self-government and has, as already stated, to be 
achieved by what may be called unitary empiricism 
— opportumsm guided by a clear understanding of the 
essentials of the position as a whole. 

The system of local self-government in India is not 
well developed, but that very fact has advantages of its 
own from the standpoint of reconstruction. A bureau- 
cratic system has, during the last sixty years, been trying, 
at times as a matter of principle but more often 
of expediency, to develop within itself its own negation. 
According to Marxian philosophy ‘negation of negation’ 
is a working principle of life and society, and accounts 
for the emergent evolution of economic and political 
systems. This may or may not be so; but in a 
system in which bureaucracy was all in all, the attempts 
to foster local self-government were bound to suffer from 
^the lack of the very atmosphere in which the latter could 
live or have its being. It is, therefore, hardly surprising 
that local self-government began to draw air into its lungs 
only when the nation felt irresistibly an urge for self- 
realisation from within — ^i.e., when the national move- 
ment acquired the will and power to assert itself as an 
autonomous force in the country. It was too much to 
eacpect that the system of local sdf-government could 
really thrive under conditions which were essentially 
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intended to preserve the bureaucratic regime. The nega- 
tion of a system may grow within it but cannot be devel- 
oped by it, 

The future development of local self-governing 
institutions can be regarded as a new chapter in the his- 
tory of local self-government in India. This is, in the 
first place, due to the enactment of legislation by the 
Provinces in pursuance of the policy laid down by the 
Government of India in their resolution of 1918. But 
more than that it is due to the new spirit that is abroad 
in the country and has changed the conditions under which 
political institutions have to work in the future. The 
cumulative effect of the recent legislation, the new spirit, 
and the will to freedom is that the conditions which were 
cramping the growth of local self-government are fast 
disappearing and there is a reasoname prospect of re- 
construction becoming a real growth from witliin. The 
change will throw the local self-governing institutions upon 
their own resources and reveal both their strong and weak 
points. The history of the last twenty years is, as a matter 
of fact, tlie record of the achievements and failings which 
may be taken as an indication of the road which we are 
likdy to traverse in the near future. In the domain of 
local self-government we have not gone very far, but far 
enongh to get a general idea of the trend of future 
development. 

While the system of local self-government in India 
has reached a point of development which makes it possible 
for it to grow internally, the difficulties which, in some 
other countries, are complicating the process of read- 
justment to the changing conditions do not exist in India. 
This is due to two causes. One is that the fact, that the 
local bodies have, until comparatively recently, been under 
official control and their administrative and financial powers 
have been circumscribed within very narrow limits, makes 
them more easily amenable to central supervision and co- 
ordination. This is a negative quality of the positive fault 
of the system as it has existed in the past; but it is a quality 
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which can be turned to some account. Even when the 
local authorities do not possess inherent rights, as they do 
not in most countries, the traditions of independent ac- 
tion which they have inherited, make it necessary for 
the central authorities to be very cautious in applying any 
general regulative principles in the interest of the common 
good. The result is that compromises and half-measures 
have had to be adopted which generally fall short of the 
needs of the situation and do not produce the desired 
effects. This is an advantage upon the existence of which 
we can hardly congratulate ourselves for it means that 
some of the very essentials of local self-government are 
still laclcing in India. But it is an advantage all the same 
and has to be made the most of. We have had to pay a 
heavy price for bureaucratic centralisation in India in 
the past, but it is wise to pay due regard to the need for 
proper integration of local and central authorities in the 
changes in the system of local government rendered 
necessary by the inaeasing social purpose of to-day. 

The other reason which gives us a position of ad- 
vantage in dealing with our local authorities is also due 
to the backwardness of local self-government in India. 
In spite of tlic progress of local self-government in some 
of the larger cities, the fact remains that in the smaller 
urban and rural areas the edifice of local self-government 
is still very weak, and in the villages, where the foundation 
of the whole system must, as the Decentralisation Commis- 
sion pointed out,^ be laid, local self-government is prac- 

^ “We are o£ opinion also that the foundation of any stable edi- 
fice which shall associate the people with the adttikdstration must 
be the yljlage, as being tie area of much greater antiquity than ad- 
ministrative creations such as Tahsil and one in which the people are 
known to one anothet, and have interests which converge on defi- 
nite and weli-recogniscd objects like watcr-s^ply and drainage. 
It is probable, indeed, that the scant success of the efforts hitherto 
made to introdjice a system of rural self-government is largely due 
to the fact that w® have not built up ifem the bottom.” 
itaHsafm Bjporf, VoL I, para 699, 
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tically non-existcni. The smallci* cities may have embryo- 
nic municipalities, but thck resources and possibilities 
are exceedingly limited and they cannot assume any large 
responsibilities. The District Boards are not and cannot 
be, as is admitted, suitable units of local self-government 
in the rural areas In their size and population some of 
our districts are comparable to small countries® and this 
fact, more than anything else, accounts for the poor devel- 
opment of local self-government in these areas. The sub- 
district boards exist in some of the Provinces; but in spite 
of the recommendation of the Decentralisation Commis- 
sion, they have hardly any place in the system of local 
self-government in India. Without any resources or even 
•well-recognised functions of their own, they are, in the 
Provinces, in which they exist unnecessary appendages; 
and their progressive abolition has almost passed unnoticed 
in most Provinces. The importance of creating self- 
governing bodies in the villages is a matter with teg^d 
to which there cannot be any difference of opinion. The 
general belief that the village Panchayats have been the 
most stable factor in out political history has invested 
them with a halo of glory, winch makes their revival almost 
look like a historic mission; but so fat we have been able 
to create Panchayats only in a few thousand out of seven 
hundred thousand villages in India; and, what is more, 
their actual worlcing has only brought out the extreme 
difficulty of making them efficient instmments in the 
stupendous task of rural reconstruction. In spite of the 
existence of thousands of urban and local authorities, 
amongst which are included municipalities like Bombay, 
Calcutta, and Madras Corporation, it has to be admitted 

^According to the census of 1931, Mymensing has a popu- 
lation of 5,129,664 and area of 6,300 sq. miles. In Bengal the aver- 
age population of a district is about millions, and in India a very 
large number of districts have got a population of over a million. 

®‘*We desire, therefore, to see sub-distnct boards universally 
established as the principal agencies of rural board administration.” 
Demtralisafion Commissitm Bjport, Vol. I, para. 736. 
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that a teally well-developed system of local sclf-govem- 
ment does not exist in India and has to be cfcated. 

The advantage of the position, of course, is that 
in building up the new system we will not be hampered by 
the past. The prime need of the system, as it has to be 
developed, will, it is obvious, be civic ardour and public 
spirit. But that in itself will not give us an efficient system. 
There will also be need for regionalisation — ^for creating 
units of local administration which will answer the needs 
of the times. The towns and villages will not only require 
central co-ordination but also co-operation among 1 hem- 
selves for the discharge of functions which require 
enlarged units of local administration. Tliis co-opera- 
tion may be promoted by having joint boards of auto- 
nomous bodies, by constituting new ad hoc bodies for the 
discharge of specific functions or by having omnibus authori- 
ties witii wider jurisdiction. It may be necessary to use 
any or all of these methods for developing the new tech- 
nique of local government. The different cases will, as 
a matter of fact, require different treatment, and freedom 
of action to use them, asfuUyasmay be necessary, has to 
be retained. The important fact which we have to remember 
is that this freedom already exists. The need for region- 
alisation exists everywhere, but it is not easy to carve out 
new units of admimstration owing to the existence of the 
stereotyped old divisions and subdivisions which, though 
no longer suitable, determine the framework of the system. 
There is a danger of creating artificial entities without 
any vitality, if efficiency is the only guiding consideration 
in creating new units; but it is not possible to vitalise the 
old fossils. There is need for creating new organic uni- 
ties, but this can only be done by having units which have 
functional integrity of their own. In rural areas this can 
be done without any difficulty, and in cases in which it is 
necessary to make cities and towns integral parts of larger 
“uSSsrfo'r spepial purposes, it will be easy to provide for 
extra-mural co-operation. There wUl he a few cases, of 
course, in which the local prejudices will come in the way of 
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the larger harmony and efficiency; but ou the whole it can be 
assumed that new regional units of local self-government 
can be evolved without any local upheavals. 

In other words, we have tlje advantage of being able 
to make a fresh start. Local self-government can now 
be made a reality by being a part of the whole scheme of 
national self-government. The legislation enacted in 
the Provinces has already created conditions favourable 
for the growth of local self-government. The new cons- 
titution will, of course, carry the process further. We 
have to bear in mind not the competing but the comple- 
mentary needs of centralisation and decentralisation. In 
view of the fact that in India the local authorities are amen- 
able to central control, the control, which already exists, 
should be relaxed so far and only so far as is necessary to 
give them the latitude of action required for their healthy 
growth. The territorial readjustment which may be 
necessary in the interest of functional efficiency can also be 
adequatdy provided for on account of the fact that the 
local bodies, as they exist now are not likely to present 
any difficulties in the way of such readjustments. If the 
supreme need of making the local bodies really self-govern- 
ing is borne in mind, we can proceed with the task of 
building up the new system of local self-government with 
the assurance that it can go on fairly smoothly without our 
having to contend with narrow short-sighted parochial- 
ism. This argument is, of course, based on the assump- 
tion that the mote important problem of national self- 
govemment will be much nearer solution, if not actually 
solved, in the near future. 

These general considerations have, it need not be spe- 
cifically stated, an important bearing on the financial 
position of the local authorities. If finance is not merely 
political arithmetic, as it is not, it must be an expression 
of the inner purpose of political institutions. As a matter 
of fact, the need for readjustment in the system of local 
self-government has become pressing everywhere because 
of the complications arising fmm me necessity of adapt- 
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ing the syslems of local finance to the changed and chang- 
ing conditions of the times. The underlying neces- 
sity of integrating political institutions on account 
of the integration of the whole economic and social life 
is, of course, there; but it has become much more acute 
on account of the necessity of radical changes in the realm 
of local finance to enable the central and local governments 
to function harmoniously and in the best interests of the 
community. 

The rapid growth of local expenditure is, as is well 
known, one of the causes of the need for financial readjust- 
ments. The growth of local expenditure has evenirwhere 
outrun the growth of local revenues. The causes of the 
disparity are also well known. The local bodies are now 
expected to do much more for their citizens than before. 
In matters relating to health, education, and roads the 
progress made in the standards and tecimi^ue of these 
services has enormously increased their liabilities. In 
health services preventive and conservancy measures have 
become much more important and expensive than the 
relief measures; and the civic efficiency of the local authori- 
ties is measured by the extent to which they can reduce 
the death rate. Education has ceased to be merely a matter 
of the three R’s, and with all the demands that modern theo- 
ries of education make on the resources of the educational 
institutions, it is inevitable that the expenditure should 
increase, as a direct outcome of this change in outlook. 
The replacement of the metalled toads by me tarred and 
cement roads and the necessity of a uniform st^dard of 
construction on the arterial roads, besides, of course, 
making it necessary for the central authorities to exer- 
cise considerable supervision over the road-making acti- 
vities of the local authorities, involve expenditure which, 
in most cases, is beyond the means of the latter. The 
cultural activities which the local authorities are now ex- 
pected to undertake are as expensive as they are desir- 
able. The German cities, which gave the lead in this, 
as ip. so many other matters, ‘were still ahead of the local 
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authotitics in other countries before the advent of the 
Fascist regime but the local authorities everywhere are 
striving to provide cultural amenities and vying with one 
another in &eir desire to become centres of culture, if not 
of learning. It is a matter of legitimate civic pride for a 
city to have auditoriums, theatres, libraries, and museums; 
but they all entail heavy expenditure and strain further 
the financial resources of the local authorities. 

The other cause of the expenditure of the local bodies 
being in excess of their income is also equally well known, 
though its implications are generally not fully appreciated. 
The economic forces are making for fiscal centralisation; 
or, in other words, on account of the complete breakdown 
of local economy, the administration of the most produc- 
tive sources of revenue has to be undertaken by the cen- 
tral authorities. That also makes it exceedingly diffi- 
cult to trace income to its source, and assign to the local 
authorities incomes which have purely local origin. The 
fact that the local authorities are everywhere depending 
more and more upon the central authorities for their reve- 
nues is due to the worldng of this cardinal factor. This 
d^endence takes the form not only of large grants-in- 
aid to the local bodies but a much wider recourse to the 
method of the apportionment of the yield of the common 
sources. 

The most important source of revenue of the local 
authorities is the taxation of the capital or rental value of 
real property. But this source is not expansive and the 
burdens which it has to carry are out of proportion to the 
capacity of the local tax-payer. It is, therefore, necessary 
to give him relief and supplement loc^ revenues by assign- 
ments fcom the central ^revenues. The de-rating scheme 
of I9Z9 transfers in England fiscal burdens from the local 
tax-payer to the central exchequer. This is its main pur- 
pose and the criterion of needs had had to be adopted as 
the basis for the distribution of the larger grants because 
this is the only equitable basis for making assignments 
from the common .pool. In the U.S.A., thirty years 
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ago the reform of state and local taxation was initiated 
by introducing what was tlien called the system of sepa- 
ration of revenues. The inadequacy of this method has 
led to the adoption of another and opposite line of reform, 
and the system of shared revenues has become a common 
feature of state and local finance in Anicrica.''^ In Europe 
the common method of raising local revenues has been 
the superimposition of surtaxes on central taxes by the 
local authorities. This method is still important; but 
there the significant development of the post-war period 
in local finance has been the increasing reliance on assign- 
ments, or ‘deductions’ as they are called in Soviet Russia, 
from central revenues for local purposes. In Germany® 
and Russia® fiscal centralisation has been carried much fur- 
ther than any other country and their assignments from 
central treasury are much more important for local purposes; 
but the trend of development is the same in other coun- 


^ Miss Mabel Newcomer has given statistics of the state-adminis- 
tered taxes paid over to the local authorities in her article on 
“Tendencies in State and Local Finance” (Vide Pol: Seime Qmrietlyt 
Vol. XLin. No. I, Match I9a8). These receipts increased from 
1(5 million dollars in 1912 to over two hundred million dollars in 
1925. Since then several other States have adopted the system of 
shared revenues and thereby increased the relative importance of 
such receipts. 

The Californian Tax Commission after reviewing the history 
of the movement of the separation of revenues in California and 
other States of the U. S. A. come to the conclusion which may be 
given in their own words. “The conclusion,” they say, “is in- 
escapable that, although the adoption of the plan of separation of 
sources did bring about a substantial improvement as compared 
with the situation as it existed previously, the course chosen, far 
from bcin^ ‘the one feasible pathway to tax-reform’ has proved 
to be a blind alley. Before further progress can be achieved this 
pathway must be retraced a considerable distance and a fresh start 
made,” 

The CalifotnianTax Commssion 1929 Final Reporf, p, 52. 

*Vide Xjtcal Government Abroad, July 1928, Municipal Fin- 
ance in. Germany, 

* SokolnikoT. Soviet Poli^ in Publie Finance, Chapter IX. 
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tries and is accounted for by the fact that the same forces 
are at work everywhere.^ Local revenues arc, it is now 
dear, inadequate for local purpose because the word 
‘local’ has changed its meaning in actual practice. It 
is now a convenient but not a ‘generic’ term. Local 
needs are more national than local, and local revenues cannot 
be derived from purely local sources, because taxes which 
are exclusivdy local in their inddence and elfects are, re- 
lativdy speaking, unimportant. 

The same two reasons account for the gpwing im- 
portance of the grants-in-aid, general and spedfic, in local 
finance and for the changes in the basis of their distri- 
bution. The question of grants will be dealt with in its 
proper place; but it is necessary to point out here that the 
distribution of grants according to needs, which is becoming 
more and more common everywhere, is a method for the 
equalisation of resources and opportunities and is a vir- 
tual admission of the fact that where money has to come 
out of a common fond to which all localities have contri- 
buted according to thdr capadty, it has to be distributed 
according to needs, as local contributions are lost 
in the general inflow of public revenues from all sources 
and quarters and cannot be allocated on the basis of origin. 
This method of giving grants has risks of its own, but 
they need not be discussed here. Its bearing upon the 
question of finding a workable mean between centralisa- 
tion and decentralisation is, however, obvious and shows 
the importance of the forces which make it necessary for 
us not to let our horizon be bounded by local factors in 
our treatment of the problems of local finance. 

The position in India in the sphere of local finance 
is the same as in other countries, or rather our problems 
of local finance, though essentially identical, ate much 

1 Fiscal Centialisation not only affects the inter-relations of the 
state and local governments but also those of the federal and state 

S iretaments. For a fuller treatment of the subject see Gyan 
and, “TJe Essentials of Federal Finaned’, pp. 176-186, 
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moi'C difficult and call fot much gfeater constructive in- 
sight and ability. The problem of local finance, which 
dominates all the rest, is the problem of finding money 
for the task of national reconstruction which has, in such 
a large measure, to be carried out through the agency of 
the local authorities and with their enthusiastic co-ope- 
ration. There is no limit to the amount of expenditure 
which can be usefully incurred in renovating the life of 
the nation; and overwhelming as the task is, its magni- 
tude is also the measure of the importance of studying the 
problem of local finance with a view to explore all possi- 
bilities of overcoming its difficulties. 

The resources at the disposal of the local authoti- 
ties even at present are many and various. Besides the 
tax on real property, they have consumption duties and 
even local income-tax under different names. Very few 
of them have remunerative undertakings of their own; 
but the Acts, by which they are governed, do not prevent 
them from embarking upon these ventures. The levy of 
taxes on social surplus, i. e., taxes on increase in the capital 
value of property owing to the improvements financed by 
the local authorities or the- general progress of the commu- 
nity, are almost unknown. But this again is a source which 
they are allowed to tap for augmenting their revenues. 
In spite of the variety of resources, that they can develop, 
almost all of them are unable to adopt any ambitious pro- 
gramme of development and a very large number can just 
manage to exist. This is so partly because some of their 
resources are not developed and others not properly ad- 
ministered; but the main reason which has almost a para- 
lysing effect on Aeir activities is that the yield, both actual 
and potential, of these sources of revenues is limited and 
even with the utmost care and economy, it is not possible 
to attain anything like a decent level of civic development. 
The resources of the local authorities are many, but there 
yield is exceedingly limited and not capable of any great 
espansion. 

The fundamental cause of the limited yield of local 
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taxes is, of course, the abject poverty of our people. But 
that is true of all taxes and not of local taxes alone. The 
fact which makes the local taxes particularly inelastic is 
that, in spite of the variety of taxes which they can levy, 
the local authorities cannot expect to derive large income 
from them because the margin of taxable capacity of the 
people which the Central and Provincial Governments 
in India leave untapped is very narrow. Land tax is the 
mainstay of Provinaal Finance; and even if the existing 
statutory limits on the levy of surtax or land cess by the 
rural boards be removed, the latter will not be able to pitch 
it at a high level on account of the heavy incidence of the 
provincii tax. But, as is well known, the resources of the 
Provinces themselves cannot be materially increased 
owing to their inherent inelasticity. The real elastic 
sources of revenues have been allocated to the Central 
Government, and the new financial settlement, though in 
some respects an improvement upon its predecessor, 
leaves most of the anomalies of the latter unaffected and 
creates new difficulties some of which will be dealt 
with later in discussing the ways and means of expanding 
local revenues. 

This is another and a more extreme instance of fiscal 
centralisation referred to above- Fiscal centralisation, 
which is proceeding apace in other countries, is a legacy 
of the past in India and has to be reckoned with in the 
financial arrangements of the future. In India, as else- 
where, it will be necessary to have recourse to assign- 
ments and grants for enlarging the revenues of the local 
authorities. This is inevitable. In the last twenty years 
the provincial grants to the local authorities — specially 
in the case of the District Boards — have already assumed 
considerable dimensions and the tendency wUl be carried 
further in the years to come. The Provinces will probably 
depend upon assignments firom central revenues to a 
considerable extent and will, in their turn, make similar 
contributions to the revenues of the local authorities.. 

This fact makes it necessary to devise the financial 
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arrangements of die future with very great care. In 
view of the fact that the local authorities will be able to 
spend with advantage almost unlimited amounts, it will 
have first to be ensured that they develop their own resour- 
ces to die utmost limit of their capacity. At the outset 
the undoubted fact that the local autiiorities, even more 
so than in other countries, are very reluctant to tax 
themselves has to be faced. This reluctance has to be 
overcome by every possible means, and nothing must be 
done to increase the lack of self-reliance in any way. 
The administration of local taxes has not attained a high 
level of efficiency and there are sources which are almost 
undeveloped and are capable of yielding fairly large receipts. 
Pinandal administration is a sore point of local self-govern- 
ment everywhere, and in India even more than elsewhere 
die tendency towards administrative laxity is a besetting 
sin of the local authorities. On account of extreme cen- 
iralisation of the jjast, the Provincial Governments still 
exercise a fairly wide control over the local bodies in 
matters of budget, accounts, audit, and borrowing. 'This 
■control may have to be somewhat modified but cannot 
be relaxed. The experience of other countries reinfotces 
4he argument in favour of administrative supervision by 
rhe central authorities in the region of local finance. 
■When the resources are strictly limited and the needs know 
no bounds, it becomes a matter of the utmost importance 
to exploit fully the resources, such as they are, and avoid 
•all waste due to laxity, lack of prudence or administrative 
inefficiency. There can be no question that in India we 
.Imve to make the most of what we have, and that is per- 
liaps more important in local finance than other spheres 
•of national life owing to the glaring disparity between the 
resources and needs of the lo^ authorities, 

'The utmost husbanding of their resources by the local 
authorities will not, however, give them adequate funds, 
TThe grants will, of course, have to be more widely used 
to stimulate local enterprise and supplement local revenues. 
But even then it seems certain that the available 
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funds will fall short of even our minimum requirements. 
The most important problem of local finance, i.c., the 
problem of finding the wherewithal for the vital services, 
for which the local authorities are and will be responsible, 
cannot, for some time, be satisfactorily solved. This is 
the prospect which we have to face and should do so 
squarely. 

That is, however, no reason for being unduly pessi- 
mistic. It has to be remembered that the problem is not 
confined to India. It, like so many other problems, is met 
with in all countries; and the fact that it is so much 
more acute here is due to the immensity of our entire 
national problem. The problem is a part of the problem 
of national rehabilitation, and realisation of our limita- 
tions in the face of the stupendousness of our task has 
to be the begimiing of our wisdom. This is just the reason 
why we should take stock of the existing situation and 
prepare ourselves for the future. The financial position 
of the local authorities has to be reviewed in order that 
we may be able to understand its essential features and 
use them constructively. 

This is the point of view from which the present 
financial position of the local authorities will be examined 
in these lectures. There is a great deal of uniformity of 
principle and policy in the system of local self-government 
all over India. This is due to the control exercised by 
the Government of India over the Provinces until the 
introduction of. Dyarchy. Since 1920 each Province has. 
passed its own laws of local self-government, but they 
havb not introduced any wide divergence of theory and 
practice. In local taxation there are some important 
differences among the Provinces; but they are confined 
to the urbaii local authorities; and even they do not effect 
the validity of dealing with the subject from an all-India, 
standpoint. 

There are, as a matter of fact, distinct advantages; 
in surveying the entire field of local finance in India; and 
though it may not be possible to take notice of some minor 
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differences on that account, it is worth while to deal with 
the problem as a whole. In doing so we have to keep in 
view its historical background. The history of local 
self-government and, therefore, of local finance, in their 
present form dates back to 1882; and though the events 
preceding; that year may have to be briefly noted, they are 
neither inmortant nor significant. The course of devel- 
opment of local finance since 1882 is of considerable in- 
terest; but what really matters is its present position and 
future possibilities, and it is proposed, as stated above, to 
deal with the subject more from the prospective than from 
the retrospective standpoint. 
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HISTORICAL BACKGROUND 

The history of local self-government in India can be 
conveniently divided into three fairly well-marked periods. 
The first period can be taken to have ended in 1882 — the 
year in which Lord Ripon issued his well-known Resolu- 
tion. It is not easy to say when it began because the phase 
which came to an end in 1882 had hardly any distinctive 
feature of its own except that it was characterised by the 
absence of even the ideal of local self-government. There 
were a few local bodies, but they were not self-governing 
even in the restricted sense in which the word has to be 
used when we speak of the period preceding the Reforms 
of iciip. The system of fixed assignments for provincial 
services, which Lord Mayo’s sch^e of finanaal decen- 
tralisation introduced in 1871, threw upon theProvinces the 
responsibility for developing local taxes for local services. 
The measures taken during the years 1871-82 were designed 
to relieve the Provincial Governments of the necessity of 
finding funds for the elementary wants of the local bodies. 
The Government of India Resolution of 1871, in which 
the new financial policy was enunciated, spoke of *the 
greater and wider’ object of developing Self-government 
with capital S; but whatever development did take place 
was merely incidental and the real object of the changes 
was the financial relief for the Government of India. 

Lord Ripon’s Resolution of 1882 is the beginning 
of the second period and a real landmark in the history of 
local self-government because it laid the foundation of the 
sptem as it exists to-day. It was nearly after forty years 
that the next step was taken and that was due to the advent 
of the new idem of responsible self-government as the 
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goal of British Rule in India. During this period the 
progress was neither rapid nor all-sided. The rural authori- 
ties were hardly self-governing even at the inauguration 
of the Dyarchy. But it was a period during which the 
framework of the existing system was created and the 
people made familiar with the idea of self-government 
in local affairs. The progress was halting and unsatis- 
factory owing to the difficulties inherent in the conditions 
which the bureaucratic system partly created and partly 
subsisted on. The developments of this period whatever 
they are, are of interest and importance on account of the 
fact that the present position of the local authorities is 
their direct outcome. 

The Reforms of 1919 mark the commencement of the 
third period of local self-government. They gave the 
Provinces the power to accelerate the pace of progress and 
created the necessity for making local self-government 
not the starting point but the basic fact of national freedom.f 
The laws passed by the different Provinces with a view to 
re-model the system are, taken together, an important 
step in the advancement of the ideal of local self-govern- 
ment. That is so not because radical changes of policy 
and principle have been introduced by these measures. 
Most of the changes of the Reforms period were fore- 
shadowed in the Government of India Resolutions of 
1915 and 1918, and there are, as a matter of fact, some 
changes which are desirable and were held to be necessary 
by the Government of India which have not been givep 
effect to as 3ret. It is mote to the change in the spitit of 
the constitution than to the provision of the new laws 
that we must look for an understanding of the real posi- 
tion of the local authorities. They are not now experi- 
mental stations of self-government but its constituent 
parts. They can now breathe in a different atmosi^here and 
derive their vitality from the pew currents of national life. 
This change in thedt position has been brought about by 
the growing strength of the national movement and grant of 
a large measure of provincial autonomy. The fact that 
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the cntite countiy is wel] on its way to complete freQ^om 
necessitates a change in our attitude towards the local 
authorities. They are no longer to be viewed as reser- 
vations for the exercise of the rights of tliird degree citi- 
zenship. They have to become organs of national will, 
and the question of their relation with the higher authori- 
ties will have to be examined from a different angle of 
vision on that account. The period, which began in 
1921, will end when we as a nation become fully self- 
governing. 

Loc^ finance, being a counterpart of local adminis- 
tration and its mainspring, has, of course, been an expres- 
sion of the purpose implicit in the different phases of local 
self-government in the three periods of its history. In 
the first period local resources, such as they were, were 
completely under official control and the very conception 
of s^-govemment was lacking in the administration of 
these resources. In the second, local resources were 
developed and financial framework built up; but as the 
ascendancy of official element in the entire administration 
of the country had to be maintained, the circumscription 
of the financial, as of all other, powers of the local authori- 
ties was a political necessity. In the third, not only the 
control over the local authorities has been relaxed but 
there has begun a process by which the purpose of central 
regulation of the local authorities has undergone a radical 
change. This change is important even though in res- 
pect of resources, expenditure, and financial administration 
changes in the position of die local authorities are not 
of a far-reaching character. Their position, so far as the 
resources are concerned, is not very different from what 
it was sixty years ago. Their revenue has increased, 
though it has not kept pace with their growing expendi- 
ture; but, as wiU be seen a little later, the nature and re- 
lative importance of their sources of revenue have practi- 
cally remained unchanged during this period. Their 
functions have also, with one important exception, remained 
the same all along, and, of course, determined the range 
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and objects of their expenditure. There has been, in some 
cases, a change of emphasis in the relative importance of 
the different functions. The comparative neglect of roads 
since 1920 is, for example, due to the reaction against the 
policy of giving them a position of undue importance in 
local budgets during the period of official control. But, 
generally speaking, the position in respect of local expen- 
diture has not been materially changed. Even in respect of 
administration the local authorities are subject to the same 
kind, though not to the same degree, of control. But the 
fact that the local authorities occupy a different position 
in our political system makes it necessary to approach the 
problems of local finance, as of local self-government, from 
a different standpoint. 

The contradictions of ends and purposes inherent 
in the old system can have no place in the new. They 
were compromises between political freedom and politi- 
cal subjection; and as one negates the other and the former 
must now be of supreme importance, the purpose of 
Vandal regulation must be changed even if its technique 
remains the same. Local authorities are, as stated above, 
now no longer training grounds for politically immature 
people; they have to be an integral part of the whole system ' 
of national self-government and instruments of a national 
policy conceived in the highest interests of the people. 
The system of local finance has also to become an integral 
part of the system of national finance, and the latter 
has to express a unity of purpose in theory and practice. 
Local finance has to transcend its former Urnitations which 
were imposed by a centralised bureaucratic system and 
accept those the necessity of which can be demonstrated 
in the interest of effident integration. The process is a part 
of the new freedom which the country has to win for itself. 

This point of view has a bearing on every aspect of 
local finance, but before we deal with it in all its impli- 
cations, it is necessary to give an account of the present 
finandd position of the local authorities from the histo- 
rical standpoint. 
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In the fevifcw of the development of local 

f ovetnment it is proposed to deal only with the financial 
evelopments of the successive periods. From tihe 
financial standpoint changes in the working of local bodies, 
were, as stated later, few and not very significant; 
but it is obviously desirable to exclude non-financial 
changes from the review owing to the limitations of 
space. 

The local bodies in India ate either urban or rural 
and their constitution, functions, resources, and distri- 
bution of expenditure are all difFerent owing to the differ- 
ence of conditions under which they have to operate. 
Among the urban local bodies again there are marked 
differences of functions and resources as they comprise 
the Presidency Corporations of Calcutta, Bombay, and 
Madras, the municipalities of cities and towns of widely 
varying sizes and small embryonic municipalities of locali- 
ties which are no better than overgrown villages. The 
rural local bodies comprise District Boards, Sim-District 
Boards under different names and Village Authorities of 
different degrees of importance. Besides, the urban local 
bodies referred to above there are also ad hoc bodies like 
the Pott and Improvement Tmsts, which have been 
constituted for specific functions; but it is proposed to 
exclude these bodies from the review, because really 
speaking, they are outside the framework of local govern- 
ment in the country. 

In the first period which, as pointed out already, 
ended in 1882 and was characterised by absence of local 
self-government in the accepted sense of the word, the 
urban local bodies achieved a certain measure of differen- 
tiated existence, and had their own revenue and ex- 
penditure and theit separate budgets. In the Presidency 
Towns there were in existence corporations which could 
trace tiheir early beginnings to the middle of the 17th 
century and had a continuous history of their own 
since 1856; and after 1872 there was even introduced 
in their constitution the principle of election of Coun- 
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allots ot Commissioners. These corpomions had large 
tesoTifces and wete given a highet status than the 
local committees of other towns and cities, but the limi- 
tations undet which they had to function during this 
period left them practically no scope for self-government 
and in matters relating to tlie levy of taxation, the alloca- 
tion of funds, the framing of hj.i'dgets, and the raising of 
loans — ^i.e., in financial sphere — ^they were subject to a 
large measure of official control and their local autonomy 
was more shadowy than real. These corporations have 
been and are the most advanced local self-governing bodies 
in India, but even they were during this period without any 
real authority in the domain of local adrninistration, taxa- 
tion, and expenditures. 

In Appendix I and II figures of revenue and expen- 
diture of Presidency Corporations for 1870-71 and 
1881-82 are given. The Calcutta and Bombay Corpora- 
tions were in a position to raise larger revenues and inatr 
larger expenditures than the Madras Corporation, but 
aU of them had deficit budgets and spent little on public 
health and nothing on education. They mainly depended 
upon the tax on the annual value of land, i.e., local rate, 
for their revenues. In certain respects there were signi- 
ficant differences in their sources of income. In Bombay, 
for example. Town Duty and Tobacco Duty were levied 
and yielded considerable revenue. These sources were 
a special feature of the finances of Bombay and similarly 
Personal Tax in Calcutta and Tolls in Madras were impor- 
tant in their budgets. The two important objects of 
expendimre in these cities were conservancy and roads 
and police was also a charge on their funds. Debt ser- 
vice had become for all of mem an important liability and 
indicated the exercise of borrowing powers in an appre- 
ciable degree. 

There was parallel development of local government 
in what wete called Muffasil or district muniapalities for 
which provision was made by a series of Acts passed by 
the Central add Provincial Legislatures in the first decade 
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after the introduction of Lord Mayo’s financial reforms. 
Lord Mayo’s Resolution, in which these changes were 
foreshadowed and outlined, was primarily intended to 
relieve the Central Government from the responsibility 
for providing funds for local purposes, but its operative 
provision made it necessary to develop municipal insti- 
tutions in urban areas and the legislation referred to above 
was passed for that purpose. These Acts, besides 
providing for the introduction of elective element in the 
municipal institution and investing them with wider powers 
of decision and execution, enlarged their resources and 
spending powers. It is not necessary to analyse these 
changes^ in detail at this point. But it is necessary to point 
out one important development which followed these 
changes and which had far-reaching results for the future. 
It has already bcefi stated that one outstanding feature of 
the revenue of the Bombay Corporation was the impor- 
tance which Town Duties acquired there as a source of 
revenue. /The Town and Transit Duties had been very 
largely levied in all Provinces of India, but had been con- 
demned as obnoxious from every standpoint by the Govern- 
ment of India and repealed in the second quarter of the 19th 
century. After 1850 for some obscure reasons they were 
revived in Sindh, the Punjab, North-West Provinces, 
United Provinces, Central Provinces, and Bombay while 
Bengal (including Assam, Behar, and Orissa) and Madras 
continued to rely upon Property Taxes as a mainstay of 
their municipal finance. The development divided India 
into two distinct, though not mutually exclusive, areas 
in respect of the source of municipal revenue. In the 
Western Provinces Property Tax was also levied but was 
a subsidiary source of revenue and was all over the coun- 
try supplemented by personal taxes, taxes on animals and 
vehicles and water-tax. This fiscal division has continued 
for the last ninety years and now presents problems which 
require special treatment in each revenue area. 


^ Vide Appendices III (a) and III (h). 
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Conservancy and drainage were the most heavy charges 
on municipal revenues in the Muffasil municipalities. 
Roads and buildings came next in importance in muni- 
cipal budgets and education and hospitals were also, 
though very inadequately, provided for. Police remained 
in all Provinces a very important charge on their muni- 
cipal revenues, but there was practically no local control 
of police services. In finanaal matters the Provincial 
Governments exercised complete control over municipal 
affairs, and the Municipal Committees were in most cases 
presided over by official Chairmen and had official majo- 
rities, the control could, therefore, be effectively exercised 
from within as from without. The figures of revenue 
and expenditure of Municipalities in 1881-82 are given in 
Appendices III and IV. 

In rural areas there was no local self-government 
until 1881-82 though there were in existence, some local 
committees for assisting the District Magistrates in asses- 
sing the local cesses which were imposed after -the intro- 
duction of Lord Mayo’s reforms to provide the additional 
revenue needed to balance the provincial budgets. These 
cesses were levied in all Provinces and collected as sur- 
charge on provincial taxation. These local funds were 
mostly utilised for expenditure on roads and in a few cases 
on education and public health and were not incorporated 
in central budgets. These funds were administered by 
the executive authorities and assigned to the districts 
according to the amount collected therein. The collec- 
tion of mese cesses was easy and efficient as the collecting 
agency was completely under the control of the Provincial 
Governments and no independent expenditure was incurred 
for the purpose. Local frmd receipts in 1881-82 are given 
in Appendix V. The figures of expenditure from local 
cesses are available only for some Provinces, but owing 
to the diversity of classification, they are not comparable 
with one another. Education and roads — ^more parti- 
cularly the latter — ^were the principal objects of expenditure 
of these funds and their primacy as such remains undial- 
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lenged even after a lapse of over 80 years. 

The underlying principles of Lord Ripon’s Resolu- 
tion still govern the working of local self-governing 
institutions. The only point which calls for notice is 
that in spite of the condemnation of District Boards as 
the agency for the administration of local affairs in 
rural area, their position and importance in the institu- 
tional structure or local government in the country even 
now remains unimpaired. It has, as a matter of fact, 
been strengthened by the changes that have taken place 
in the last decade — a point about which more will be said 
in a later section. It is convenient to trace the develop- 
ment of local taxation and expenditure during this period 
by comparing the figures of local revenue and expenditure 
of 1881-82 with those of 1895-96, the year in which the 
Government of India reviewed the developments of 
municipal government since 1882 in a comprehensive 
Resolution, and again with those of 1909-10 and 1920-21^ 
two other landmarks in the history of Local Finance. This 
comparison shows that there were just a few significant 
devdopments but the general course of local government 
remained practically unchanged. One noteworthy change 
was the transfer of police from Local to Provincial Govern- 
ments in almost all the Provinces, the other the growing 
importance of grants in local finance, particularly in turd 
areas and third, serious attempt in die United Provinces 
to replace Octroi by alternative sources of revenue. 
Apart from these changes there was considerable growth 
of local revenue and expenditure, but the relative impor- 
tance of the different heads of income and expenditure 
was not materially altered. In Presidency Towns local 
government attained a higher measure of independence 
and achievement and mumcipal politicians like Sir Feroz 
Shah Mehta, left their impress not only on local adminis- 
tration but also national life; and through the other local 
bodies also a growing national life expressed itself by 


1 Vide Appendices IV to XII. 
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fils and starts, but genctally speaking the position teniained 
unsatisfactory and financial limitations cramping in the 
extreme. During the period the urban and rural local 
bodies accumulated unduly large cash balances. Gene- 
rally the proportion of balances to local revenues exceeded 
2 5 p .c. and in a fairly large number of cases was much larger. 
This was due to reasonable caution in some cases, but 
can be taken as an index of bad budgeting and financial 
conservatism of local authorities in most cases^. 

We can now pass on to the developments of local 
finance after 1920-21, i.c., after the introduction of the 
constitutional changes, generally known as the Montague 
Qielmsford Reforms. In this period local self-govern- 
ment acquired a new interest and importance owing to 
the acceptance of responsible self-government as the goal 
of British rule in Incfia. In the Joint Report and also in 
the Government of India Resolution of 1918 the necessity 
of vitalising and quickening the pace or progress of the 
local bodies as a means of providing a broad basis for the 
structure of national seR-govemment was admitted and 
emphasised. Several Provincial Governments took steps 
to carry out the new policy by revising completely the 
constitution of the local bodies under them before the 
inauguration of the Reforms, for this legislation ^d not 
require Parliamentary sanction; and the rest introduced 
sitmar measures after the Reformed Constitution of 1919 
had been brought into operation. But aU. these measures, 
whether introduced immediately before or soon after the 
Reforms, belong to the same period and had' the same 
aim, As a result of daese measures the three obj ects referred 
to in Lord Ripon’s Resolution, viz.: — (i) elective majorities; 
(2) elected non-ojSicial chairmen; and (3) independence of 
local bodies of outside control have, with one or two 
exceptions, been realised in a very large measure in all 
Provinces, The majority of members, both of the Munici- 
palities and the Rural Boards, are elected and chairmen 


Vide Appeadis Xtll. 
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of these bodies, with the exception of the District Boards 
in the Punjab, are also elected non-ofScials almost every- 
where. The Government still exercises supervisory 
powers and can take eflfective remedial measures in cases 
of gross incompetence or grave default; but these powers 
of control are not excessive and though in a few cases 
restrictions can be reduced with advantage, on the whole 
it can be said that the powers reserved by the Provincial 
Governments to themselves are indespensable safeguards 
against misgovernment and maladministration in local 
sphere. Local bodies in Iridia now are autonomous with- 
in wide limits and, if it is assumed that intentions of the 
controlling authority — ^i.e., the Provincial Government — 
are above suspicion, (an assumption which is not justified 
in all cases) me control exercised by it cannot prejudice 
the further development of local self-government on the 
tight lines. 

More important than the changes in the constitu- 
tional structure of local bodies is the chaise in the entire 
outlook of the people. Opinions may di&r as to the ex- 
tent or the magnitude of this change, but anyone who has 
had experience of the general political atmosphere of the 
country now and in me pre-Dyarchy years must admit 
that growth of national self-respect ana self-reliance which 
has taken place during the interval warrants an optimistic 
view of the future. The most important result of de- 
ofEcialisation of the local bodies by replacement of 
official Chairmen by elected non-ofl&cials is not, as suggested 
by the Simon Co mmi ssion, administrative, thou^ the 
altered relationship of local bodies with the Provincial 
Government is a fact of considerable importance. The 
real significance of the change lies not in the fact that the 
“varied complex”, of which the functioning of the Dis- 
trict Officer as Chairman of the District Boards formed 
a constituent part, has disappeared and, therefore, new 
administrative machinery has to be devised, but in the fact 
that his withdrawal from the field of local self-government 
marks an important onward step in the process which has 
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Still to go on if the Indian political system is to become 
truly democratic, the process of changing the District 
Oflftcer from a potentate in the district to a public servant 
with specific fimctions. In other words, improvement 
in the political status of the country rendered necessary 
by fundamental psychological changes and the pros- 
pect of further changes to come alter the whole perspective 
of the problems of local self-government and local finance 
and is of much greater importance than changes in the 
structure of the local bodies. The latter, though they 
are channels through which the new forces express them- 
selves, do not account for their existence and cannot 
mdiaust their meaning. In local finance, as in local self- 
government, these imponderables are of the utmost im- 
portance. It is not possible to give figures for them, but 
they are the facts which give meaning and interest to the 
averages and percentages of the student of finance and 
have to be taken into account in order to understand 
the inwardness of the tables of revenue and expenditure. 

This fact has to be borne in mind in reviewing the 
financial developments of local bodies during the Dyarchy 
period, for in themselves the changes that have taken place 
in the field of local finance have hardly any qualitative 
significance. A few new taxes have been introduced, but 
their relative importance is small. The main sources of 
local revenue are the same and their relative positions in 
the fiscal systems of the local bodies have not been 
materially affected by the changes that have taken place. 
Grants-in-aid have become even more important than 
they were before Dyarchy, but there again the tendency 
that was at work in the former period has been carried 
somewhat further. The fact makes it necessary to exa- 
mine the place of grants in the system of local finance very 
carefully and ensure that in their administration the ends 
of economy and local autonomy receive theit due consi- 
deration. The increase of grants themselves, however, 
does not in itself introduce any new factor in the situation. 
The local authorities have continued to spend their revenues 
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on health, education, and communications, and theit ex- 
penditure on these objects has, in most of the Provinces, 
considerably increased. Some significant changes have 
taken place in the distribution of expenditure for these 
purposes, and suggest the lines on which the redistri- 
bution of functions can perhaps he made to enable tlie 
local bodies to fit in a scheme of all-round national develop- 
ment. These changes cannot, however, be regarded as 
radical in any sense of the word and do not change the 
general trend of the forces at work. The relaxation of 
control over the local budgets by the Provincial Govern- 
ments is a change which is of great importance from the 
political standpoint and points to the need of providing 
certain checks if inefficiency and waste arc to be avoided. 
But more important than this fact and much more vital 
is that the stmeture of the whole national life has to be 
rebuilt and makes it imperative for us to deal with the 
problems of local finance from the standpoint of national 
reconstruction. The new outlook of the people referred 
to in the preceding paragraph is, on that account, the most 
cardinal fact of the situation and will, if properly utilised, 
not only improve the chances of local self-government 
becoming a success but also enable us to change our system 
of local finance to answer the needs of to-day. 

Owing to the limitations of space, it is not possible 
to examine and analyse the financial development in this 
period in any great detail, but the general observations 
made above have to be briefly supplemented by a few 
concluding comments on the evolution of local finance 
during this period. 

It is necessary to take note of tendencies, in some 
cases only incipient, which have been in operation during 
this period and whose importance is likely to grow in the 
years to come. The first point, which is borne in upon 
us, is, as pointed out already, that now local self-govern- 
ment has really come into being. We had framework 
of local self-government all over the country and begin- 
nings of local self-government here and there; but on the 



56 


LOCAL FINANCE IN INDIA 


■whole the opinion expi'essed by the Simon Commission, 
that local self-government in the real sense of the word 
was practically non-existent, was a correct statement of the 
pre-Reforms position. That position has been radically 
changed, and the change is, as it has been already suffi- 
ciently stressed, mote due to a change in the whole politi- 
cal atmosphere of the country than to the constitutional 
changes which have been introduced by the new local 
self-government laws of the dififerent Provinces. We 
have now to face problems which are real and which pre- 
sent issues not essentially different from those which have 
to be faced in other countries. Before the Reforms there 
was so much make-believe in the working of the system 
of local government that it was difficult to distinguish 
phrases from facts. Now the situation has changed and 
we are living in a different world altogether, m other 
words, we mve now passed from an atmosphere of 
■unreality into one of re^ty. Our political system, it is 
well known, is still full of contradictions and incongruities, 
and these cannot but affect the working of die system of 
local sdf-govemment. But now the whole perspective 
has been changed and the growing integrity of national 
life will reduce the power and scope of these contradic- 
tions, and make, among other things, local self-govern- 
ment a self-consistent institution which will fit into the 
whole scheme of national life. 

In the domain of local finance tiie most important 
effect of the change has been the grant of financial autonomy 
to the local bodies. In some Provinces their budgets 
have to be sanctioned by the District Officers, the Commis- 
sioner or the Provincial Government and in matters of 
taxation also they have, in some cases, to submit to res- 
trictions which can and have to be removed, but as stated 
in the introductory chapter, tiae relaxation of external 
control leave to out local bodies considerable latitude 
of action in matters of revenue and ejqpenditure, and th^ 
ate now in a position to frame and execute policies of their 
own. Use of the new power has, as a matter of fact. 
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brought out the necessity of providing safeguards against 
maladministration of finances. In the prc-Reforms period 
the need of giving precedence to political education of the 
people over considerations of efficiency was admitted, but 
only in theory and not in practice. Now that the national 
self-government is imminent, the importance of political 
education of the masses through a weU-devised system of 
local self-government is all the greater. But we have to 
remember that the local self-governing bodies are not 
only schools of democracy, but organs of national life; 
and the task of national reconstruction has, in a very large 
measure, to be carried through and by them. 

Efficiency may not be the paramount consideration 
in the working or the system of local self-government, 
but it is nevertheless a cardinal consideration. Owing 
to the glaring disparity between the urgent needs of our 
national life and our available resources we have to culti- 
vate assiduously the art of making the littie go a long way. 
It is possible that, owing to the prejudices inherited from 
the past, we may not realise the importance of efficiency 
in focal self-government, particularly in local finance. 
Official reports of all Provinces are full of adverse comments 
on the financial administration of the local bodies, and the 
defects which they bring to light are the same all over 
the country. The increasing deterioration in the collec- 
tion of taxes is the most outstanding among them. But 
there are others which are no less important. Inefficiency 
and discrimination in the assessment of taxes, the dis- 
regard of the principles of budget-making, misappropria- 
tion of the Government grants for specific purposes, not 
to speak of corruption and embezzlement, are defects which 
cannot be completely eradicated, as esperience of other 
countries also shows, in any system of local self-government. 
They are, nevertheless, very grave defects, and their wide 
prevalence cannot but be a matter of serious concern in a 
country which has to solve the exceedingly complex 
problem of integrated national life over such a wide area 
and under such different conditions. The position for- 
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tunately is, as yet, well in hand. The Provincial Govern- 
ments all over the county have reserved to themselves 
adequate powers to deal with cases of financial inefficiency 
and mismanagement; and as local self-government itself 
is such a young plant, and has not taken firm or deep roots, 
it is possible to remedy these evils, and prevent further 
deterioration. The system has to be so designed that, 
as far as possible, preventive measures may make the 
recourse to the punitive ones unnecessary or at least 
reduce it to a minimum. 

In the field of taxation there have been no striking 
developments. There has been considerable growth of 
revenue but it has been mainly due to the increased yield 
from the existing taxes and not the levy of the new 
ones. There have been a few cases in which the addi- 
tional powers of taxation have been exercised, but they 
are not important, and on the whole the extreme reluc- 
tance of the local bodies to tax themselves is more than 
evident and has to be overcome. The Local Self-govern- 
ment Acts empower the local bodies to levy, besides the 

S ecified taxes, any other tax with the sanction of the 
mtral and Provincial Governments. This lack of new 
enterprise in taxation is mainly due to the extreme diffi- 
culty of devising suitable new taxes, but there is no evid- 
ence whatsoever of the growth of spirit of adventure in 
this field; and this is the result, not of caution born of 
knowledge and experience, but of inability to face the new 
situation in the light of the new facts. A change in the 
system of local taxation, in order that it may acquire the 
elasticity which it now does not possess, will, it is clear, 
req^e a wide horizon and concerted effort on a national 
scale. 

Though no new taxes have been imposed and the 
powers of taxation have not been fully used, certain devel- 
opments have taken place which have to be mentioned 
here. It is now clear that in the Provinces in which 
Octroi was the most important source of municipal taxa- 
tion it is more than holding its own. The replacement 
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of Octtoi by the Tetminal Tax, has gone on, but it is only 
a change of administfative methods and has only an indi- 
tect bearing on the incidence of effects of taxation. In 
1915 the Government of India, in giving their sanction 
to the introduction of the change, impressed upon the 
Provincial Government the need of treating the step as 
a transitional measure from the indirect to the direct 
municipal taxation. The United Provinces was the one 
province in which for a while the replacement of Octroi 
by the Terminal Tax in the large towns and by the Tax 
on Persons on the small ones proceeded at the same time. 
In the other Provinces there was no attempt to regard 
direct taxation as a desirable goal and substitution of the 
Terminal Tax for Octroi was proceeded with as a change 
which was taken as an end in itself. Even the United 
Provinces had by the end of 1920, relaxed its efforts to make 
direct taxation a more important factor in its municipal 
finance, and it even had come to the conclusion that the 
Terminal Tax could not be substituted for Octroi in all 
municipal towns. Since 1921 the replacement of the 
Terminal Tax for Octroi has been proceeded with in a 
number of Provinces but the conviction that both of them 
have come to stay is stronger than ever, and the direct 
taxes seem to have no chance of gaining ascendancy over 
the indirect ones. But what is even more significant 
is that Octroi and the Terminal Tax have not only regained 
their position but are now being levied over a wider area. 
The levy of the Terminal Tax in the small Towns of the 
P, unjab and by the District Boards in the Central Provinces 
involves an extension of the sphere of indirect taxation 
which can have important consequences if the movement 
makes further headway. The Bombay Panchayat Act 
of 1920 permits even the villages to levy Octroi, though 
this power has not been actually exercised. All this 
involves a change of poKcy and practice which make it 
necessary for us to consider the whole position very serious- 
ly from the standpoint of the future developments. 

The House-Tax, which may be taken to include the 
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Service Taxes, because the latter are assessed on the same 
basis, has held its position in the municipal finance of 
the Provinces in which it was of very great importance. 
The Land Cess continues to be the mainstay of local 
finance of the rural local bodies, and there has been no 
change in the method of its assessment and administra- 
tion though the rates have been enhanced in a few cases. 
But the House Tax has been introduced by the newly 
constituted Village Panchayats of Madras, Bombay, and 
the Punjab and what is even more significant is that 
the Madras Panchayats have been permitted to levy it on 
the capital value of houses instead of their rental value, 
a point which may seem to be of very minor importance 
but suggests an alternative method of assessment which 
is being used in several important countries and has ad- 
vantages of its own which be fully discussed in a later 
chapter. 

The change in direct taxation to which it seems to 
be necessary to call spedal attention is the increasing 
importance of what cannot but be regarded as the local 
income taxes in the local finance of most of the Provinces. 
The Profession Taxes and the Tax on Persons have been 
levied by the local bodies in India ever since the intro- 
duction of local self-government in India. The Pro- 
fession Tax is considered a Licence Duty, and the Tax 
on Persons assessed according to circumstances and 
property has, on account of its dual character, been some- 
times called a personal tax and sometimes a tax on cir- 
cumstances and property. But both of them ate local 
income taxes for all practical purposes, though their 
methods of assessment are so rough and ready and their 
yield so limited that it does not seem to be quite appro- 
priate to dignify them by a name which recalls associa- 
tions of quite a different order. To these have to be added 
the Haisyat Tax of the Punjab and the C. P. which is even 
more like the income-tax than the other two taxes. The 
Punjab Government expects the District Boards to develop 
the Haisyat Tax. The Village Authorities of the Central 
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Provinces, Bihar and Orissa, Bengal and Assam ate 
also expected to levy the Tax on Persons and are actually 
using diis power. For the time being the harmful results 
of this form of taxation have been repressed by prompt 
action on the part of the Government of India, but the 
existence of these taxes is a special feature of our local 
finance and calls for special consideration. 

The grants-in-aid have been growing in importance, 
^d the rural areas very largely depend upon them for their 
income. But the fact which has to be stressed is tiiat 
the increase in the amount and importance of the grants 
has been accompanied by a relaxation of central control 
and not its increase. In other words, the primary pur- 
pose of increasing them has been the need of supplement- 
ing locd revenues and not of securing co-ordination and 
the national minimum of efficiency, though the latter 
objects have also been kept in view. This is, of course, 
due to the fact that the development of local representative 
instipitions not only necessitated their emancipation from 
outside control, but also expansion of their resources, 
which could only be brought about by the grant of subsi- 
dies by the Provincial Governments on a more liberal 
scale. 

In the domain of local expenditure tiie importance 
atta^ed to the development of education and public health 
services, and the comparative neglect of communications 
show the stress of public opinion in the working of the 
new regime. In spite of the fact that the locd bodies 
have not been ready to tax themselves for the fuller devel- 
opm^t of education and public health, there has been 
genuine enthusiasm for making better provision for these 
vital services. This has been accompanied by a shift 
towards^ a further division of functions between the 
Provincial Government and tide local authorities which 
has a significance of its own. 

The local bodies have been relieved of their finan- 
cial obligations by (a) transfer of functions like the cons- 
truction of main roads, secondary education, and hos- 
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pitaJs ,to the Ptovincial Governments; (b) provincialisa- 
tion of certain services and appointment of officers like 
Health Officers and Engineers by the Provincial Govern- 
ment who, though paid from the Provincial Revenues, 
administer local functions and discharge their duties under 
the Local Authorities. The list of obugatory and optional 
function in the Local Self-Government Acts of the various 
Provinces is still very long. But in view of the fact that 
they have no resources to make adequate provision even 
for the most elementary duties, it is evident that this dis- 
tinction and the long list of functions have hardly any 
importance. The tendency towards the provincialisa- 
tion of secondary schools, hospitals and dispensaries, and 
the main roads is indirect recognition of the necessity of 
getting the local authorities to concentrate their energy 
and attention on a few services; and even with regard to 
them it is clear that they will need not only miancial 
assistance but also guidance from the central authorities. 
It is now more obvious than ever that the local authori- 
ties can only discharge a few functions; these must be 
such as have precedence over others owing to the impera- 
tive need of concentrating on the most urgent tasks of the 
nation. 

In respect of the village self-government the posi- 
tion now is hardly any better than it was in 1920-21. The 
fact that under the new Acts a few thousand Village 
Authorities have been brought into being only shows 
how slow the progress has been in spite of the admitted 
need of making self-govetnmcnt in the villages the foun- 
dation of the whole system of self-government in the 
country. The system of rural self-government is still 
devoid of vitality owing to the District Boards being 
practically the only important self-governing institu- 
tions in the rural areas; and as the experience of re- 
cent years has still further demonstrated their futility 
as units of sdf-govemment, our only hope is the vitali- 
sation of institutions the need for which has been recog- 
nised aU these years, but which have not been able or 
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allowed to function. Local Boards (Subdivisional Boards) 
are still of very secondary importance in the Province 
in which they exist, and the present position of Village 
Authorities brings home to us not only their own com- 
parative insignificance but also tire magnitude of the task 
of creating a system of village self-government. They 
have not received any grants worth speaking of, the 
House Tax and the Tax on Persons on which they are 
expected to rely have either not been levied at all or when 
levied have yielded very poor return, and the District 
Boards generally have not adopted a sympathetic or 
helpful attitude towards them. In Madras, the Central 
Provinces, and some other Provinces there has been a dim 
recognition of the fact that in the villages though cash 
may be scarce, labour is not, and it is possible to make 
use of co-operative effort for rural reconstruction. But 
the recognition of this fact has not led to effective action, 
on anyming like adequate scale and stagnation in the 
villages continues to be the most marked feature of their 
corporate existence. This state of things camiot be 
allowed to endure if tire nation is to make any progress. 
The villages have not only a corporate existence but cor- 
porate life which has to be mobilised for their own sake 
and for that of the country. That, however, cannot be 
done without national effort and hard thinking not in terms 
of the canons of taxation but the primary facts of every- 
day life. The most important problem of local finance 
in India is the problem of starting tlie villages on the path 
of self-government; and this is a problem which has not 
even been taclded, much less solved. 

This concludes the review of the present position 
of local finance in India as it has developed during the 
British period of Indian history. Now we have to acldress 
ourselves to the tasks of the future. After the war 
freedom of India has to be won and preserved. The 
local authorities, as such, cannot win this freedom for 
us; but in its preservation they have to play a decisive 
part and they can do so only by serving as instruments 
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of national teconstruction on the -widest possible scale. 
The experience of the last two decades does not inspire 
confidence in their ability to rise to the need of the occa- 
sion. But it would be wrong to take an unduly pessimis- 
tic view of the position and suggest measures which may 
involve centralisation of powers, functions, and resources. 
India will need a strong government at the centre for the 
preservation of her integrity and the development of her 
moral and material resources. But the Central Govern- 
ment has not only to be federal in the real sense of the word, 
but function as an organ not of unified but integrated life 
of the nation. That is, we will have to make pro-vision 
not only for the largest measure of freedom- for the 
constituent units of the Federation, but also for their full 
collaboration in the arduous task of the remaking of the 
nation ; and this collaboration will be unattainable in a 
country of India’s size and diversity without full mobi- 
lisation of local knowledge, experience, initiative, talent, 
and resources through the truly democratic process of 
awakening local consciousness animated by a national 
social purpose. 

India’s unity will have to be evolved from below and 
cannot be imposed from above if it is to be enduring 
and enriching factor of our national life. That means 
that a healthy, vigorous, and well-organised local self- 
government must be made an integral part of our pros- 
pective freedom. Local autonomy in the new context 
can and should not mean local anarchy. Most of our 
local bodies ate not only suffering from what Finer would 
call hypertrophy of locd patriotism, but also from excess 
of local factions and personal manoeuvres. This is not 
surprising because local government everywhere grows 
fissipatous in proportion to the circumscription of powers 
and the pre-eminence of local issues. But narro-wing 
process has to be deliberately counteracted by appropriate . 
measures of organisation and pooling of knovdedge and 
experience for and through the performance of national 
function. 
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Local bodies, in other words, have to be made coun- 
try-minded, alive to the supreme task of raising die nation 
as a whole to the unprecedented and at present seem- 
ingly impossible level of endeavour and achievement. 
It has to oe brought home to them that the country is an 
abstraction without local units and local units in isolation 
can do nothing or even less than nothing by coming in the 
way of all-round progress without any benefit to them- 
selves. From village upwards all local centres of our 
national life have to work consciously for an all-embracing 
national purpose, for making India a country worthy for 
men to live in. At present, everyone knows, it is only a 
nightmare, incredibly poor, ignorant, and diseased. India 
cannot be a country of autonomous republics; she must 
be a commonwealth in which every locality, howsoever 
small or big, gets its due and pulls its weight. This 
leads to a duality which does, however, not involve con- 
flict of ends and means. Every centre of our national life 
has to be both local and national — local because a nation 
can only express itself in and through local centres and 
in the present state of affairs localities by themselves have 
no content or meamng. As pointed out in the introduc- 
tory lecturd, this reconaliation of the opposites, this mobile 
and dynamic equilibrium has to be worked into local 
finance or rather it is in local finance that this balance has 
to be first fully attained if it is to be really effective in local 
sdf-govemment, Attainment and maintenance of this 
equiBbrium is necessary in tbe whole life of the community 
and not only in local self-government. It has to be the 
aJl-pervasive spirit of common life in India and every- 
where. We are, however, concerned just now with one 
aspect of Indian polity and in the subsequent lectures 
the specific problems of local finance will be examined 
and dealt wim as parts of the national problem as a whole. 
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LOCAL REVENUES— INDIRECT TAXATION 

The uttet inadequacy of local revenue is such a well- 
known and widely accepted fact that it is hardly necessary 
to emphasise it; but in view of its far-reaching effects on 
every aspect of local finance, the tabled showing the inci- 
dence of tasation and income of the municipalities from 
1881-82 to 1939-40 and of the District Boards from 1895- 
96 to 1939-40 win serve a useful pU]^ose. During 
these sixty years the revenue of the local bodies has increased 
considerably, but the population has also increased with it 
and the increase per head, therefore, has been partially 
neutralised by the increase of numbers. But even then 
the increase in almost all cases is over 100 p.c. and in some 
cases over 300 or 200 p.c. This increase is a matter 
for some satisfaction, but does not relieve the extreme 
financial stringency of the local authorities. They are 
still, despite this increase, almost as far from the solution 
of Aeir financial problem as they were sixty years ago. 
At present the highest provincial incidence of tax revenue 
|)er head in Municipalities is only Rs. 6-12-5 average 

IS near Rs. 4, and for the District Boards the highest provin- 
cial average is Re. 1-4-9 general average 

less than as.-8-. Since 1929-30 there has been hardly 
any increase in the average incidence of revenue in loc^ 
areas and in some cases there has been appreciable de- 
crease. The average incidence of revenue in Bengal 
is Re. 0-4-9 P®^ head, in Orissa as. 3-3 in the U.P. 
as. 6-n, and in Assam as, 7. These four ‘Provinces 
taken together account for nearly 120 millions of popu- 


1 Vide Table XVH. 
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lation or more than two-fifths of the entire population 
of British India; and the rural local authorities in these 
areas are expected to provide for education, health, 
and communications for the people in their territorial 
jurisdiction with an average annual income of annas 
7- or less per head per annmn. This is aU that they 
get from all sources including government grants. That 
they do so little for the people is, therefore, matter for 
no surprise and so long as their income remains what it 
is, they cannot do mote in spite of all possible constitu- 
tional or administrative changes. There ate local authori- 
ties which are much better off. In Bombay Qty the 
average incidence of taxation in 1939-40 wasRs. 24-1 1-7 per 
head, in Calcutta Rs. 17-0-4 per head, and in Madras Rs. 879-0 
per head. Most of the hill station municipalities also have 
large income per head and some other towns also are owing 
to their special circumstances, in a more favourable 
financial position. But these are exceptions and have to 
meet onerous obligation from, what is for them, their 
limited income. But generally speaking our local authori- 
ties are in dire financial straits and their penury is writ 
large on every detail of their administration. Poverty 
of local, as of aU public, revenues in India is, of course 
^e direct result of the poverty of our people and one of 
its most important indices. It is all the same the outstand- 
ing fact of our local finance and is of overwhelming im- 
portance. The averages always cover a multitude of facts 
of varying meaning and importance, but the averages re- 
ferred to here are, in spite of their inherent limitations, 
very significant and indicate vividly the extreme insuffi- 
ciency of local resources for the many pressing obligations 
of the Local Authorities. Poverty of resources of local 
authorities in India is well known and needs hardly any 
emphasis in the discussion of the problems of local finance. 
This makes a detailed analysis and examination of the 
revenue position of local bodies all the more necessary. 
The problem which we have to take first in hand is the 
problem of the place of indirect taxation in local finance 
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and that for two reasons. First, because it is generally 
taken for granted that indirect taxation is not a suitable 
source of revenue for the local bodies; and though there 
are a few other countries in which the local bodies derive 
a part of their income from the indirect taxes, they are 
treated as a survival from the past and are fast losing their 
importance. Secondly, because the octroi and terminal 
taxation — ^the two most important forms of indirect taxa- 
tion in India — ^has received greater attention at the hands 
of the Government of India and the Provincial Govern- 
ments concerned than any other problem of local revenue, 
and its position cannot even now, as will be seen a little 
later, but be a cause of serious concern. Our discussion 
of the other sources of local revenue will depend so much 
upon what is to happen to the octroi and terminal taxa- 
tion, that it is well to come to a- definite conclusion with 
regard to its future before we turn to the discussion of 
problems of direct taxation. 

Indirect taxation is, as stated already, of special 
importance in Bombay (including Sindh), the Punjab 
(indudingN.W.P.), theU.P. andC.P. Though owing to 
the development of service rates the proportion of receipts 
from octroi and terminal taxation to the total tax revenue 
in these Provinces has decreased since i^zo-ai, even now 
these taxes are the most important forms of taxation in 
this area and are mote than holding their own.^ 


Promee 


^ ’Rimptsfrom Octroi and Terminal Taxation in 
^ceifts from Octroi -j^ax Rsvenne 

In Lacs of Rs. 


eJ* Terminal Taxation 
In Lacs ofRs. 
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But what is of greater importance than the large 
income derived from this source is the change of opinion 
regarding its future. In 1915 in theory, if not in practice, 
it was held that substitution of the Terminal Tax for 
Octroi was to be taken as a step towards malting the direct 
taxes the backbone of local finance. It was clear by the 
end of 1920 that the introduction of the Terminal Tax 
in place of Octroi would not in any way impair the posi- 
tion of the indirect taxes in local taxation. But now we 
have gone even further and it is fairly obvious that left 
to themselves the Provinces would rely more and more 
upon the indirect taxes for local purposes, and as is shown 
by the provision in the new Acts for the levy of Octroi 
by the Village Authorities in Bombay and imposition by 
the Terminal Tax by the Small Towns in the Punjab and 
the District Boards in the C.P., there is a possibility of the 
semi-urban and rural autliorities yielding to the temptation 
of supplementing their resources by levying a tax which 
has the merit of being acceptable to local bodies and of 
bringing in money to the local treasury by shifting partly 
the burden of the tax to the whole community. The 
position is really disquieting and it is not in the 
interest of the country to let the matters take their own 
course in this respect. Indirect local taxation — ^particularly 
octroi — ^has been severely criticised now for over eighty 
years in India, and the Government of India has made 
several unsuccessful attempts to make these duties as 


Ifl Bombay the proportion is comparatively low, but if we take 
Bombay and Sindh together, the relative importance of indirect 
taxation in the system of local taxation increases and beconies nearly 
56 p.c. In 1920-21 when Sindh was part of Bombay the corres- 
ponding percentage was jo p.c., and in 1929-30, 40 p.c. But the re- 
lative decrease is due to the growing importance of the sources of 
local revenue like water-rate whose increased contribution is counter- 
balanced by the increase of expenditure on water-works. 'I^ken 
as a whole in Bombay as in the other Provinces octroi and terniina] 
tax sdE remain by fat the most important source of tax revenue 
for the urban local bodies. 

4 
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haimless as possible.^ Various devices have been adopted 
to localise their inadence and rid them of their adminis- 
trative defects. Since 1916 replacement of octroi by 
terminal taxes has taken place to a considerable extent 
and the change has been brought about in the hope that 
some of the worst administrative abuses would there- 
by be remedied. But in all the Provinces referred to 
above both octroi and terminal taxes are being levied, 
and the tendency towards substituiion of the latter for 
the former has been checked in certain Provinces and even 
reversed in others. But these taxes are essentially ahke 
in spile of difFerences in their methods of assessment and 
collection. It is necessa^ to examine the position 
a little more carefully in order to understand its 

1 “The history of these taxes is one of many expressions of ‘ 
pious opinion, accompanied by little in the ^yay of practical action. 
They ai e the direct successors of transit duties, the continuance of 
which was one of the scandals of caiher British rule in India and the 
abohtion of which by Lord Ellenborough freed the trade of the coun- 
try fiom an intolerable but den. As early as 1864 Sir Chailes Trevelyan 
pointed out the danger that existed of the old transit duties being 
replaced by a similar evil in the shape of town duties and resolutions 
purpoiting to limit the operation of the latter weie issued by the 
Goveinment of India in 1864, 1868, 1877, 1899, and 1903.” 

Tie Taxation Entpiity Comnittee Report, Vol. I, para. 399. 

The Govetiiment of India sought to limit the operation of these 
duties by restricting the tax to a few articles of local consumption and 
insisting on modeiate taxation of the necessoiies of hfe, by pro- 
viding for refund of octroi on dutiable aiticles which weie e^orted 
and by reqmring munidpalilies to provide waiehouses or other con- 
veniences for the stoiage of goods in transit and by laying down 
the rule that the artides hable to custom duties and property 
of the Government be exempted fiom taxation. Further, in 1877 
they prescribed a standard of yearly consumption of dutiable goods 
per head of munidpal population by reference to which the excess 
of the amotmt paid as octroi over the amount propedy payable could 
be calculated, the excess being taken as the measure of the extent 
to which octroi had become a transit duty. All these devices were 
tried but Uttlc has been achieved in the way of ‘practical action’ 
and the statements of the policy have in effect ahiountcd to “eaqires- 
sions of pions opinions.” 
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difiereat aspects. 

Octroi, the older of the two taxes, was revived about 
i860 on tlie grounds that it had the sanction of ancient 
usage and was suited to the genius of the people. ' That 
octroi is preferred to direct taxation admits of no doubt. 
But it does not follow that in die Provinces in which it is 
being levied, direct taxation cannot be imposed or devel- 
oped. As a matter of fact, it is being levied widely in these 
Provinces, but its yield relatively spealdng, is small and 
has not expanded owing to low rates and inefficient 
assessment and collection. Indirect taxation is more popular 
than direct taxation everywhere; and the more wcll-io-do 
sections of the community, who arc more vocal in local, 
as ill general, politics, and, of course, over-represented in 
local bodies, naturally have a definite preference for the tax 
whose burden mainly rests upon the poorer and larger 
section of the community. This, however, does not mean 
that local psycholo^ and direct taxation are incompatible. 
There is no difference between the attitude and reactions 
of the people of the different Provinces in this respect. 
Given a choice they would, of course, prefer inmrcct 
to direct local taxation, but there is no inborn or impla- 
cable hostility to direct taxation as such; and in the Pro- 
vinces in which octroi is important, the fact is due to his- 
torical accident and not to any stubborn attachment of the 
masses to indirect taxation. 

The case against Octroi, which has been set fortli 
so often in offiem declaration and memoranda, rests mainly 
on three grounds. 

The tot is that Octroi creates hindrances in the way 
of free flow of trade and commerce and enables the local 
bodies to impede the economic development of the 
country by following a policy dictated exclusively or 
mainly by local interest and local considerations. The 
provisions for refunds and bonded warehouses owe their 
importance to the recognised necessity for mitigating this 
evu. The second is that the cost of collection is heavy 
and, thetefore, the tax' involves a burden which, apart 
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from its inherent disadvantages, is a very strong argument 
against its imposition. And the third and the most im- 
portant is that the system of assessment and administra- 
tion lehds itself to practices which are vexatious, corrupt, 
and demoralising, and make the system obnoxious more 
because of the conditions under which it has to be adminis- 
tered than because of its other features. 

The last may be dealt with first owing to its great 
importance. The fact that assessment and administration 
of Octroi gives rise to serious inconveniences and pecu- 
lation is due to two reasons. First, the assessment and 
collection of the tax necessitate the setting up of a machinery 
and the enforcement of rules which |cause considerable 
expense and inconceivable amount of inconvenience to 
the taxpayers. And second, these administrative pro- 
visions have to be carried out by a stafF which must be 
numerous and, therefore, ill-paid and of very inferior 
qualitjr otherwise the cost of collection, heavy as it even 
now IS, would make the net receipts from the tax so 
low that it would be hardly worth while to levy it. 
The assessment and administration of Octroi presents aU the 
problems of tariff-making. The schedule of rates are framed 
under the eight broad categories prescribed in the orders 
issued in 1868 and 1871. The drawing up of these sche- 
dules is a task which, it is needless to say, requites an 
intimate knowledge of the conditions under which the 
trade is carried on and also of what the economists call 
the elasticity of demand — i.e., of the reaction of the consu- 
mers to the changes in the prices of goods and their effect 
on the productivity of the tax. “Municipal Boards as 
constituted in most of the municipalities,” wrote the U.P. 
Municipal Taxation Committee, “are not suitable authori- 
ties to prepare or revise tariff schedules. The problem 
of preparation of such a schedule is the problem for an 
economist possessing a thorough knovdedge of local 
commercid. conditions.^” Knowledge of non-local condi- 

1 The V, P. Mume/pal TaxaHm Committee 'Report, 1909, pata. 17. 
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tions of ttade is ptobably as necessaiy as the knowledge 
of local conditions, but as it is too much to expect the 
members of the municipahties to possess this knowledge 
or set up local Tariff-Boards for octroi-rate making, the 
work has to be done by them with such knowledge aiid 
ability as they have at -their disposal. That the methods, 
which they use, in preparing the schedules are of a rough 
and ready sort need not, therefore, cause any surprise. 
“Prbposals for fixing the rates of both taxes (the octroi 
and terminal taxes)”, to quote from the evidence of Mr. 
G. B. F. Muir, Secretary, Municipal and Local Self- 
Government Department, U.P. before the Taxation 
Enquiry Committee, “and for the inclusion or exclusion 
of various classes of goods emanate from the 
Boards concerned. If the tax is imposed for 
the first time someone prepares a list of articles the 
taxation of which seems worth while. Commonly the 
schedule of another town is adopted. The selec- 
tion ultimately made is probably not unsuitable, but this 
as the rates proposed are mainly a matter of guess work.”^ 
The selection of articles for inclusion and the determi- 
nation of rates may not be unsuitable in these circum- 
stances, but schedules of rates are and must remain “a 
matter of guess work” and have no rational justification. 

The U.P. Municipal Taxation Committee stressed in 
its Report the necessity for Government control over the 
schedules because it was of opinion that Government 
would bring mote enlightened judgment to beaf on the 
scrutiny of the schedules, judgment based on experience 
gathered from numerous cases of the same kind. The 
officers at the provincial headquarters can be assumed to 
have wider outlook and make use of their powers of scru- 
tiny to prevent some fl,agrant abuses; but owing to their 
ignorance of the local conditions and lack of understand- 
ing of the issues involved, they do and cannot make up 
from theic own experience for the deficiency in the sche- 
dules due to their being “mainly a matter of guesswork”. 

^ TAe Taxafian Enquiry Committee 'Bjport, Vol. IV, p. 460. 
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Mt. Muir admitted in his evidence the ineffectiveness of 
the control exercised by the Provincial Government. 
Government control, according to him, comprises com- 
parison of the schedule with those in other towns, and 
acceptance of rates approximating to rates in force else- 
where. “No other method of examination”, he said, 
“is possible; and even if it were, there would be not time 
for it.”^ Fie was, of course, speaking of the U.P., but the 
conclusion, that conditions are the same in the other pro- 
vinces, is a perfectly warranted assumption; and as every- 
where the secretarial mill grinds slowly and witli much 
ado about nothing in regard to matters which are beyond 
the ken of those who run it, it can safely be taken for 
granred that the schedules remain as much a matter of 
guesswork after they have been duly approved by the 
Provincial Government as they arc when they emanate 
from the humbler sources of municipal authority. Tariff 
making is, even under the most favourable circumstances, 
a very difficult job, but the circumstances in which the 
local tariffs of the Municipalities in India are framed are 
as unfavourable as they can conceivably be, and that the 
job is not at all well done is a matter for great regret but 
not for any surprise. 

The unscientific character of the schedules is not, 
however, the worst of our troubles. It is when tlie goods 
are assessed to duty according to these schedules and the 
prescribed procedure for assessment has to be gone through 
that the more obvious and also the grosser evils of Octroi 
come into full view. For assessment and collection of 
the tax every municipality has to establish outposts on 
all roads leading into the town near the limits of the area 
in its jurisdiction and one near the Railway Station, if 
the town is on a railway line. There has to be a central 
station at which there is the head office of the octroi 
establishment and at which the more important cases are 
dealt with. The outposts arc in charge of a functionary 


^ Tbe Taxatioa Enquity Committee ‘Keport, Vol. IV, p. 460. 



•who is tlie appraiser, assessor, aod collector of the town 
customs all in one and is assisted in his work by a peon 
who has to sec that no consignment goes past the barrier 
without the cognisance of his official superior. The officer 
in charge of the outpost is Icnown by various designations, 
but die one most commonly used is Mubarrir which 
literally means a clerk. The central office is administered 
by the Octroi Superintendent who, besides dealing with 
the cases, which must, under the rules, be disposed of by 
him, is responsible for the efficiency and adequacy of the 
whole system and, therefore, exercises general surveillance 
over it. He has under him the Inspectors, who occupy 
an intermediate position between him and the Aiuharrirs, 
and whose function it is to exercise supervision over the 
outposts and inspect consignments that have passed the 
barriers to make sure that no one evades the payment 
of a part or the whole of the duty owing to fraud, 
collusion or smuggling. 

The power wmch all octroi officers have to be given 
and which, besides serving the legitimate puqiose of 
preventing fraud and evasion in all forms, can be and is 
used for exacting illegal payments is the power of search 
and inspection of goods. The goods liable to duty are 
either assessed by me Mubarrir at one of the outposts or 
by the Superintendent at the head octroi office. A limit 
is fixed up to which a Mubarrir cafi collect the tax at the 
outpost, and above which the consignment has to be taken 
to the central barrier for assessment and payment of the 
duty. In both cases the goods are liable to inspection 
if the declaration of the consignment is not accepted as 
correct by the assessing officers, and it is the threat of 
search more than the search itself which is used for making 
unlawful demands. Every town has, as a matter" of fact, 
its local custom as to what is due from or to the parties 
concerned, and if the custom is respected in observance, 
the payment of the amounts in question is not made an 
occasion for any resentment or fuss. The commodities 
imported by tailway have first to be assessed on the basis 



of the railway receipt and the invoice or declaration of the 
importer and the amount of the duty paid before they are 
cleared, but they cannot be taken into the town without 
satisfying the outpost hAiiharrir that the goods agree with 
the details entered in the pass which the impotter gets on 
the basis of his declaration or invoice; and as for hts satis- 
faction he is empowered to order that the parcels be opened 
for his inspection on the road or the wayside, he is in a 
position to make his gratification a condition precedent to 
his satisfaction. The troubles of the importer, however, 
are not over when he is through with the Octroi Superin- 
tendent or the Muharrir or both. He has still to reckon 
with the Inspector who, on meeting, an importer with 
his goods covered by an octroi receipt, is authorised to 
demand his octroi receipt and verify the entries therein 
by inspection of the goods. He can demand the amount 
due if he thinks that there has been under-assessment 
or evasion; and if he has reason to believe that it was 
through fraud that the full amount of the 'duty was not 
assessed or paid, he can make a lot of trouble rot the im- 
porter. As of the reasonableness of his belief in this 
matter as he is the sole judge, he finds the readiness 
of the importer to strike a reasonable bargain with 
him of very great help in coming to a reasoned con- 
clusion as regards the correctness of the original assess- 
ment. 

In the case of the goods intended for immediate 
export the importer is given 'Kmma or transit pass which 
has to be shown to the Muharrir of the barrier of export, 
and the latter has to verify all the items in the pass and 
see whether they correspond with the goods presented 
for export. This duty of verifying that all the goods 
entered in the pass are actually sported is a necessary 
check, but also a profitable opportunity which is very 
rarely permitted to go by. For the goods which are 
exported, not immediately, but after the lapse of some time, 
the exporter can daim refund on submittbg an applica- 
tion giving details of the outgoing consignment which 
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have, in the fitst instance, to be verified by an officet at 
the head-office and then again by the outpost Muhnnir 
who has to cettify that the goods on which the refund is 
claimed, have been actually exported. As the payment 
of the refund depends upon the certificate of the export 
outpost Muharrir, the latter practically is in a position to 
sanction the payment of the amount in question. The 
unpacking of goods at the central head-office or the export 
outpost for the purpose of verification must involve, 
it can be easily imagined, an amount of trouble for avert- 
ing which it cannot but be worth while to pay reasonable 
gratifications. It need not be added that the officers who 
have, by this procedure for refund, this temptation put 
in their way do not find it easy to resist it and can absolve 
themselves of aU blame in the matter if they can satisfy 
themselves that their exactions are Mamuli or have the 
sanction of the local custom. 

The combination of a due regard for the interest of 
the municipal revenue and for the convenience of the 
mercantile community would be difficult under the 
system of octroi in any circumstances; but in India the 
fact that the Muharrir^ the Inspectors, and the Superin- 
tendents are all, for the kind of work that they have to do, 
extremely under-paid and, therefore, ill-equipped for the 
proper discharge of their duties greatly increase the diffi- 
culties inherent in the system. The high standard of 
efficiency and probity, without which Octroi must either 
be unproductive or oppressive, is rendered unattainable 
owing to the low scale of salaries which are paid to these 
officers. Their duties are onerous and have to be carried 
out under conditions which are distasteful to a degree. 
Their salaries are mere pittances and cannot be raised 
because the cost involved would be an unbearable strain 
on the municipal resources and make Octtoi a poor source 
of revenue on account of its very low net receipts. There 
are no prospects of any kind in this work except, of course, 
the prospect of making a small pile through the means 
referred to above. That die system of octtoi taxation 



keeps out of the pockets of the people much more than it 
takes out is, therefore, only to be expected. This is so 
now, this has been so since i8io, and this will be so 
in the future because as the U.P. Municipal Taxation 
Committee put it, “it is the qirality of the staff which is 
at the root of most of the evils of the system” and this 
quality cannot be improved^. 

To these disadvantages of Octroi have to be added 
the high cost of collection even in spite of existing low 
scales of salaries. Sir Charles Trevelyan estimated that 
the cost of collection of the Town Duties in 1835 was 
12 or 13 p.c. of their receipts. jIn 1907-08, the cost of 
collection of Octroi in the U.P. according to the Municipal 
Taxation Committee was 14.2. p.c.i Tn the official reports 
the cost of collection of Octroi is not separately given, 
in all cases, but the cost of collection is known to be still 
very high and not appreciably less than the proportion' 
given above. 

The injurious effect of the unscientific octro^ rates 
and the cumbrous system of checks and counter-checks 
administered by very inferior staff on the trade and 
commerce of the country are also a matter of common 
knowledge, but it is not possible to give any figures to 
show how serious they are and to what extent they retard 
the economic development of the country. The Punjab 
Government, in their memorandum to the Simon Com- 
mission, question the validity of the assumption on which 
the Government of India regulated or at least tried to 

^ The U. P. Municipal Taxation CommitieeKeport, T909, p. 45. 

The Municipal Taxation Committee in the same patagraph, 
state the impossibility of improving the system in the following 
words; — 

“The problem seems, and is, insoluble. Octroi cannot be 
worked without a reliable staff. Such a staff would cost more than 
the municipalities can afford to pay. The fact that under existing 
conditions the system has to be worked by inferior men and that 
no improvement is possible, is one of the points which condemns 
the system,’* 
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tegukte since 1864 the imposition of Octroi by the 
Municipalities. “The Punjab Government must”, to quote 
from the Memorandum, “however, observe that nowhere 
in the whole correspondeiice extending over sixty years- 
has any proof been given that these forms of taxation 
(the octroi and terminal taxation) constitute a burden 
on trade.” 

The Punjab Government are in this statement putting 
foAvard a point of view which is obviously at variance with 
the well-known facts. It is not possible to cite any statis- 
tics to prove the harm done by octroi to the trade of the 
country, as it is not possible to prove statisdcally the in- 
jurious effect of high tariffs on world trade; but octroi, 
or local custom-duties, are hampering trade and disturbing 
it seriously is beyond question. They are impediments 
to trade and their administration makes liiem both onerous 
and odious. 

The provision for refunds and bonded warehouses, 
the two remedies which have taeen suggested all along to 
mitigate the evil effects of Octroi, are palliatives but have 
only a limited utility. The bonded warehouses can be 
used for goods which are temporarily detained in a town, 
but on account of the fact, that most of the through trade 
now goes by railway, decreases their importance in the 
internal trade of the country. The system of refunds, 
apart from its other disadvantages, involves the cost of 
collection and the cost of refunding and is, therefore, 
not only inconvenient but also wasteful. The Govern- 
ment of India have emphasised the importance of abol- 
ishing the duties on goods, a large proportion of the 
receipts from which have later to be refunded, but a 
number of important Municipalities continue to levy 
duties which involve large refunds. In Bombay, for 
example, out of the gross receipts from the Town I 3 uties 
of Rs. 28.98 lacs in 1928-29, Rs. 15.34 l^^cs had to be 
refunded and of these amounts receipts frona sugar were 
Rs. 14.04 lacs and refunds Rs. 10.57 lacs. In other words 
more than half of the total gross receipts and three- 
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fourths of the receipts from the duty on sugar had to 
be refunded. 

The position was about the same ten years later; 
in 1939-40 the total receipts from Town Duties were 
Rs. ay.yS lacs and refunds amounted to Rs. 13.06 lacs 
out of which refunds of the duty on sugar accounted for 
Rs. 5.08 lacs as against the total receipts from the duty of 
Rs. 12.43 l^cs. The receipts from Octroi have practi- 
cally remained about the same since 1909-10 (Net yield 
in thaet year being Rs. 14.23 lacs). During the same period 
ncom from House Tax has increased from Rs. 39.69 
lacs itii909-io to Rs. 140.60 lacs in 1939-40. The Town 
Duties are now really of secondary importance and yet 
in spite of high refunds and other disadvantages the 
Bombay Corporation proposed revised rates in 1939-40 
to increase their income from this source by Rs. 8 lacs. 
High refunds are a fairly common feature of municipal 
revenue in the other octroi-levying Provinces also. Rehinds 
of duty on sugar are generally heavy. A few more facts 
may be cited by way of illustration. In Northern 
Division of the Bombay Presidency, for example, refunds 
of sugar duty amounted to neatly two-fifths (Rs.65 thou- 
sand out of Rs. 1.43 lacs), in C.P. over half (Rs. '43 out of 
Rs. *81 lacs) in N.W.P. a little less than half (Rs. *45 lac 
out of Rs. *98 lac) in the U.P. also about one half (Rs.2.23 
lacs out of Rs. 4.33 lacs). A few cases of large refunds of 
duties on other articles may also be given. In Northern 
Division of the Bombay Presidency nearly one-third of 
the duty on foodgrain, etc., had to be refunded (Rs. 1.13 
lacs out of Rs. 3.27 lacs), in Rawalpindi, an important 
municipality in the Punjab, nearly one half (Rs. 2.11 out 
of Rs. 4.60 lacs), in N.W.P. nearly one-third (Rs. i.ii 
out of Rs. 3.41 lacs) and in C.P. two-fifths of the duty on 
cloth (Rs. 90 lacs of Rs. 2.25 lacs). It would be prossible 
to give many more cases of large reftinds, but it is hardly 
necessary to do so. It is not easv to get refunds of muni- 
cipal taxes when ^ey are due, but in spite of it the re- 
ftmds ate heavy in a large number of cases and involve 



LECTURE III 


6i 


inconvcoieiice and expense which ate unavoidable undet 
the octtoi system. 

Anothet vety undesiiable aspect of Ocltoi, to which 
a brief tefetence has to be made is its regressive charac- 
ter. Octroi is levied under eight heads and has been so 
collected ever since its re-introduction in the sixties of the 
last century. Of these class I which includes foodgrains 
and other necessaries of hfe is the most important. In- 
cidence of Octroi, like that of all indirect taxes, is not easy 
to define, but generally speaking it can be assumed that 
it mainly rests upon the consumers and as much larger 
portion of the income of the poor is spent upon articles 
subject to octroi and terminal tax, they contribute by far 
the largest proportion of the income derived from indirect 
taxation by urban local bodies. The table in the 
footnote^ gives incidence of octroi and of taxation per 
head in the various Provinces. The proportion of the 
incidence of Octroi varies but is well above one-half (^) 
in most cases and indicates the very unfair distribution of 
the burden of local taxation in urban areas, preference 
for indirect taxation in these areas is really due to this fact 
and is, of course, easily intelligible. 

The condemnation of Octroi as an extremely bad 
local tax has been made since 1835 — ^the year in which Sir 
Charles Trevelyan submitted the report on Town and 
Transit Duties — ^and been repeated in the successive 


'^Imdeaee of Taxation and Octroi per Head in 1939-40 
Incidence of Taxation Incidence of Octroi 


Rs. as. p. 

Rs. as 

.p. 

Bombay Northern Dn. 

7 3 a 

a 9 

6 

„ Central Dn. 

.. j 0 II 

3 I 

3 

„ Southern Dn. 

. . 401 

1 14 

11 

U. P 

. . 3 10 I 

a 6 

I 

C. P 

4 J II 

a 4 

3 

Sindh 

. . 506 

3 7 

2 

N. W. P. . . 

436 

4 I 

8 
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fesolution of the Govetnnicnt of India, and reports 
of the U.P. Municipal Taxation Enquiry Committee 
and in other official declarations, and yet the only 
action which has, as already stated, so fat been 
taken with the avowed object of reducing its importance 
and remedying its evils is the substitution of terminal 
taxation for octroi. This course was recommended by 
the U.P. Municipal Taxation Enquiry Committee and 
the Government of India in their Resolution of 1915 
and 1517 approved of it. Since then the process has 
gone on apace but there is slackening enthusiasm for it 
and after 1929-30 the tendon^ to revert to octroi in 
a number of cases has made its appearance. In 1939-40, 
taking India as a whole proportion of receipts from ter- 
minal tax to the total revenue from both octroi and ter- 
minal tax had fallen to 47 p.c. from 5 3 p.c. in 1929-30. 
But terminal tax is being levied in important commercial 
centres lilce Karachi, Amritsar, Cawnpore, and Ahmedabad; 
and it is very unlikely that in the Provinces in which ter- 
minal tax has gained importance, it will lose it appreciably 
unless the underlying policy of local taxation is deliber- 
ately and radically changed.^ 

From the table it is clear that though in the last decade 
the progress of die Terminal Tax has been arrested, in 
the country as a whole it is holding its own. In the U.P. 
and the Punjab the Octroi has regained some of the ground 
lost in the preceding two decades. This is due partly to 
the pressure exercised by the Government or India,® 
but me position is still very unsatisfactory and the wider 

^ Vide Table on p. 

“Uoder the Government of India Act, 1935 the Terminal 
Taxation has become a federal source of revenue and the Govern- 
ment of India have, in their Circular J^o. 183 dated the and April, 
1938, indicated the limit within which the continued imposition of 
this tax is permitted. Under the restriction laid down in the drculat 
the local bodies which were levying Terminal Taxation immediately 
before the ist April, 1937 can continae to levy the same; they 
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considetations, on which the setdement of the issue 
should depend, are not receiving anything like their due 
attention or appreciation. 

The popularity of the Terminal Tax^ as a substitute for 
Octroi is due to the fact that it does not involve refunds and 
collection of the tax is taken over from the Municipal 
Staff. The Terminal Tax is generally collected through the 
agency of the railways and there is complementary duty on 
goods imported by road. The rates of the tax are specific 
and not advalorm, and classification of goods follows 
as closely as possible the classification of railways. The 
cost of collection is a matter of agreement between the 
Municipalities and the railways but generally varies from 
three to five per cent. Though there have been cases in 
which the rates of the tax have been very high,® the rates 

can reduce but not inciea&c the latet. of the tax, they cati- 
not add new items to the Schedule or extend the scope 
of the tax and, of couise, no local body can intj'oduce 
teiminal taxation after April i, 1957. Tlie intention is that the 
Central Legislature would ultimately prohibit ibe levy of ter- 
minal taxation by the local authoiitieb and use it, if necessary, as a 
federal souicc of revenue. This policy would, if given effect to, 
put an end to the tendency to tevive transit duties in the guise of 
terminal taxation. 

^ The receipts from the Terminal Tax in the different Provinces, 
their proportion to the total receipts from the Terminal Tax and 
Octroi and the number of towns which levied these taxes in i9zo-zx, 
1929-30 and 1939-40 are given in the table (on page 64) to give an 
idea of increasing importance of the Terminal Tax in the finances 
of the Municipalities. 

® The following quotation from the statement made by Mr. 
G. M. Sim in his evitrcnce before the Taxation Enquiry Committee 
gives some rdea of the cases in which ihc.ntcessity of keeping the 
terminal tax low has been dismgarded: — 

“A wide range of commodities has been subjected to this im- 
post and rates fixed in some instances ate very high, for instance, the 
rate of the tax on doth of ah kinds induding hosiery and sodts in 
three of the Munidpalities in the Bombay Presidency is from 8 to 
II as. per maund. In one of the Munidpalities of theU. P. “piece- 
goods nave to pay 8 as. per maund and the same rate is charged in 
two other^Municipalities on haberdashery and millinejy,etc.,and on 
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ate generally lowet than the octroi rates and for the con- 
venience of the railways the exemptions have to be reduced 
to a minimum. 

These are distinct gains the importance of which has 
to be fully appreciated. The administration is simple, 
convenient, and inexpensive. The worst evils of Octroi 
are avoided and the relief which that brings to the mer- 
chants, the general public, and the municipal authorities 
makes the tax more generally acceptable. 

The absence of provision for refund makes the 
Terminal Tax a transit duty or tax on through trade to the 
extent to which the burden of the tax falls on non-residents. 
It has been urged that since the trade is freed from vexa- 
tious interference incidental to the administration of 
Octroi, it is more than compensated for the burden which 
falls upon it by the system of non-refundable light duties. 
If this argument is to hold good, it is necessary that the 
rates of dbie Terminal Tax should be really light and sub- 
ject to the control not only of the Provincial Government, 
ijut also of the Government of India. It has been already 
stated that this control is very sUght at present and will 
have to be provided for if the system of terminal taxation 
is not to be used for transferring an unduly heavy share 
of local taxation to the general population of the country. 
The same consideration, of course, suggests the necessity 
of the Government of India exercising control over the 
octroi rates if Octroi is not completely replaced by the 
Terminal Tax everywhere. The recommendation of the 
Taxation Enquiry Committee*- that the Government of 
India should retain a full measure of control over both 
Octroi and the Terminal Tax emphasises a principle which 
is of very great importance, and has to be applied if the 

cigars and cigarettes. In some places in the Punjab the tax is as 
high as Re, 1-4 per maund on piece-goods. Re. j on dye and matches 
aaa^As.io on dried fruits, oilman’s stores, leather, and spices,’ 

Tif Tas^ation CommiHet 'Rjsportf Vol. VII, p. 567. 

1 Tht Taxation ‘Enguity Committee Report, para. 408, Vol. I. 

5 
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Indian tax system is to have and retain an integrity of 
its own. 

This control is necessary also for another reason 
which too has an importance of its own. The collection 
of the Tax through the railways is possible only if the policy 
which the Municipalities follow meets with the appro 
of the former in the sense that the scale of rates and the 
classification of goods should not cause them serious in- 
convenience or upset their calculations. “The railways 
cannot,” said Mr. Sim in his evidence before the Taxation 
Enquiry Committee, “be turned into a tax-collecting agency 
for loc^ authorities each one of which develops its own 
scale and classification of goods.” The railways in India 
can and ought to be used for all pubHc functions which 
can be conveniently or efficiently carried out by them and, 
therefore, their co-operation for the administration of the 
Terminal Tax need not be regarded as outside the province 
of their activities. But it is necessary, if the railways are 
to be used for this purpose, to ensure that there will be no 
disharmony between the needs of the efficient adminis- 
tration of the railways and the duties which they are requir- 
ed to carry out for the convenience of the local authorities. 
If the rates are pitched high and the schedule is divided 
into many classes and includes differential rates, the collec- 
tion of the Tax will throw an amount of work on the rail- 
ways which will dislocate their own work and necessitate 
readjustments which they ought not to be called upon and 
may not be able to make. 

This is particularly true of the effect of the rates in the 
municipal schedules on the rates and fares of the railways. 
The determination of the latter, it is well known, require 
very careful consideration of many and diverse factors, 
^e fixing of railway rates ought to depend upon a Very 
well-considered balance of various factors of ever-changing 
importance and they ought to be altered in light of cir- 
cumstances ftom lime to time. The application of the 
principle of ‘charging what ihe traffic wiU bear is,* in 
other words, a matter which is based upon calculations that 
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can. be easily upset by thoughtless or haphazard action. 
The superimposition of the terminal rates over the rail- 
way rates introduces an entirely new factor into the situa- 
tion, which can, if they are drawn up without sufficient 
care or regard for the interest of the railways, have a dis- 
turbing efect on the working of the railway rates. It has 
already been said that the octroi schedules ate framed 
without any knowledge of the trade conditions or appre- 
ciation of ffieir far-reaching effects on the structure of eco- 
nomic life. The same is true of the Terminal Tax rates, 
for the Municipalities and the Provincial Governments 
are in no better position to deal satisfactorily with the 
Terminal Tax rates than they are to deal with the octroi 
rates. But in the case of the Terminal Tax rates not only 
the trade conditions but also the needs of the railways have 
to be taken into account. If the rates ate low and their 
variations have a limited range, they may not have very 
disturbing effects on the railway rates. But if they are 
high and subject to wide and haphazard variations, they ate 
likely to have very adverse effecte on the working of the 
railway rates. The present position of the Terminal Tax 
renders it necessary that it should again be placed under the 
regulatory control of the Government of India. The case 
has already arisen in which the arrangement between the 
railways and the local bodies for the collection of this tax 
has broken down and the latter have had to collect it 
through their own staff. This is obviously very unsatis- 
factory and it is of the utmost importance that safeguards 
should be provided against similar contingencies in the 
future. 

The central regulation of the terminal tax rates may 
minimise the disadvantages of this form of local taxation* 
but even then it has to be considered whether it ought to 
be retained as a source of local revenue. The desirability 
of substituting it for Octroi rests on the fact that the safe- 
guards, which are considered necessary in order to prevent 
Octroi from becoming a transit duty, are dispensed with ia 
ffie cases of the Terminal Tax; and that is done because; 
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of the two evils of the vexatious and cotmpt administta- 
tion of Octtoi and the incidence of a part of the burden of 
the Terminal Tax on through trade and, therefore, on the 
general population of the country, the latter is considered 
the less serious. That is undoubtedly so, but it is all the 
same necessary to take the full significance of the trans- 
ference of the burden of this Tax from the urban to the 
rural areas into account. 

The fact of this transference cannot be disputed. In 
the case of the ports, of course, it is so very obvious that 
it is hardly necessary to stress it. Bombay has to refund 
more than half of its octtoi receipts and if it substitutes ^e 
Te rmin al Tax for Octroi and does not increase its net re- 
ceipts from the indirect taxation, it will be shifting more 
than half the burden of the tax to the general public^. That 
the Cotton Duty imposed by the Bombay Government 
tmder the Act of 1920 was, in effect, an export duty, the 
revenue from which were shared up to 1931 by the Pro- 
vincial Government and the Bombay Corporation, admits 
of no doubt. As todia has not got a monopoly of cotton 
and is not in a position to dictate its own terms to the cus- 
tomers, it may be assumed that the produces of raw cotton 
were being taxed for the beiiefit of the Bombay Government 
and Comoration. Karachi has already introduced the 
Terminal Tax in place of Octroi. In 1920-21 its octtoi 
receipts amounteci to Rs. j.59 lacs. In 1928-29 its 
Terminal-Tax reedpts were Rs. 9.02 lacs and in 1939 
Rs. 10,93 lacs. The total Tax revenue of Karachi Muni- 
‘cipality increased from Rs. 21.04 l^cs in 1920-21 to 

^ The Bombay Corporation has, as a matter of fact, actually pro- 
posed to the ProvincM Government the replacement of its Octroi 
oy the Terminal Tax. The Provincial Government has not granted 
rtfae necessary permission. As the incidence of the Terminal Tax 
will not be confined to the people of the Bombay Presidency, the 
Bombay Government can, by permitting the Corporation, to substi- 
tute the Terminal Tax for Octroi, tax the people of other Provinces. 
The Terminal Taxation is really a system of inland customs and the 
abrogation of central control over it cannot but give rise to inter- 
provincial complications, 
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Rs. 30.55 lacs in. 1928-29 and Rs. 37.40 lacs in 1939-40. 
This increase was in pact due to the increase in the receipts 
from the Terminal Tax. Karachi has, by shifting a consi- 
derable proportion of its burden of the Terminal Taxation, 
secured a great deal of relief from taxation and possibly 
decreased its own average incidence per head in spite of 
large increase of total revenue. The same considerations 
apply to the Timber Tax in Madras and also to the Tax 
on jute levied by the Calcutta Improvement Trust. The 
imposition of the terminal taxation by these local bodies 
may have the advantage of convenience but cannot be justi- 
fied on the grounds of equity. 

In the case of the inland towns the shifting of taxation 
changes its incidence in the same way and whatever differ- 
ence there is, is one of degree and not of kind. If we for 
illustration, take the four large inland Municipalities which 
have substituted the Terminal Tax for Octroi, we find that 
though diey have improved their finances and fiscal ad- 
ministration by the change, they have done so by shifting 
a large proportion of their tax-burden to the mral popula- 
tion. The following table speaks for itself.: — 


I n ni IV 



^9 

Refunds 

in 

Propor- 
tion of 
Iltol 

Receipts from Ter- 
minal Tax in 


1920-21 

I92O-ZI i 



Lucknow 

Rs. (lacs) 
6.51 

Rs. (lacs) 
■93 

15 p.c. 

Rs. (lacs) 
5-97 

Rs. (lacs) 
9.06 

Lahoie .. < 

12.54 

2.47 

zO p.c. 

13-79 

17.18 

Amiitsai 

6.10 

1.38 

23 p.c. 

8. Si 

9-77 

Nagpur 

4.82 

1. 18 

24 p.c. 

4*20 

6*20 


These four Municipalities are all now deriving nearly 
50 p.c. larger income from ihe Terminal Tax than they were 
getting fcom Octroi in 1920-21, and if we assume that 
withheld refunds are now no larger than they were in 
1920-21 at least one-fifth of this income they get from the 
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flon-resideats. The ports, the larger and the smaller towns 
are all better off financially and otherwise by replacing 
Octroi by the Terminal Tax, but as remarked above, what- 
ever may be said in favour of the change on the ground 
of economy and convenience, there is very little to be said 
for it on the ground of equity. 

It may, however, be urged that the considerations 
of equity have to give way when the insistent demands of 
administrative efficiency and convenience make a parti- 
cular change imperative. Even from the standpoint of 
convenience it is not certain that this change will be an un- 
mixed good if the terminal taxation becomes as universal 
as it can become in absence of effective control. Tf the 
towns levy this tax for their purposes, there is nothing 
to prevent the District Boards and even - their subordinate 
authorities to levy it for their own. The law empowers 
them to levy this tax for local purposes, and the Provincial 
Governments, whose sanction has to be obtained for its 
introductioi^ cannot well withhold it, Imowiag as they do 
the inelasticity of their resources and the extremely low level 
of their development. The knowledge of the crying 
needs of the rural areas will impel them to permit the rural 
local authorities to augment their resources by having 
recourse to the Terminal Tax if the towns are to make it the 
main source of their revenue. Some of the District Boards 
have already taken steps to levy the tax, and as the condi- 
tions ate everywhere the same and the disposition of the 
public authorities to turn to the indirect taxes, whenever 
they are seeking to enlarge their revenues, is also ever pre- 
sent, it is not unlikely that the movement will spread and 
make the Terminal Tax even a more common impost than 
it is at present. 

The universal imposition of the Terminal Tax will 
hamper trade and cause serious inconvenience to the rail- 
ways. The use of this power, which has so far been made 
by the local authorities, has already made the railways 
reluctant to get involved in the administration of the 
■Terminal Taxi but if this power is much more freely and 
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extensively used, a very different situation will arise from 
what was anticipated in 1915 when the Government of 
India gave their tentative approval to the substitution of 
the Terminal Tax for Octroi, and a reconsideration of the 
whole question will become necessary in the light of the 
changed circumstances. 

But apart from the consideration of the convenience 
of the railways, a universal or even an extensive imposition 
of the Termm^ Tax will revive the evils not of the town 
but the transit duties; and the gravity of the evils will be all 
the greater because of the allocation of the receipts to the 
local authorities and their administration by them. Even 
if the rates of the Tax and the conditions of its adminis- 
tration are brought under the control of the Government 
of India, which, as remarked more than once, is not ade- 
quate at present, the evils may be mitigated to a very limit- 
ed extent but will not thereby be remedied in any large 
measure. Universal terminal taxation will really amount 
to universal excise and what that will mean under the 
modem economic conditions can be easily imagined. The 
Terminal Tax is levied on all commodities — imports, ex- 
ports — and goods liable to the custom duties. The fact 
that a patticular Municipality like Cawnpore is a centre 
of large export trade is taken as affording special justifica- 
tion for the levy of the Terminal Tax on exports. That 
means that the local bodies at such places are, to the extent 
to which their competitive position in the market permits 
them, to be allowed to exploit it to their advantage and tax 
the test of the country for local purposes. The locS. authori- 
ties have already shown a tendency to set at naught or 
accentuate the effects of the custom-duties by varying thek 
rates without any regard for the interests of the country 
as a whole. There is bound to be confusion worse con- 
founded if the tariff policy of the country, with all its 
national and international complications, is to be modified 
materially by the local authorities by the imposition of the 
Terminal Tax on every article of commerce. It is, there- 
fore, very doubtful whether even from the standpoint of 
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convenience and economy the advantages, which acctue 
to the Local Authorities by levying this tax, ate not more 
than neutralised if this matter is looked at from the nadonal 
standpoint and also in the light of the developments which 
can easily be anticipated. 

But it is possible to go further and make equity a more 
crucial point in the settlement of the point at issue. The 
only justification for the levy of Octroi and the Terminal 
Tax in the Provinces, in wHch they are the backbone of 
municipal finance, is that “the genius of the people” makes 
it impossible to raise equivalent income in any other way. 
The genius of the people is a blessed phrase, but the result 
of the policy, which has been followed under its cover, is 
that the rurd classes have to carry a heavier burden of taxa- 
tion. The classes thus adversely affected can, with good 
reason, claim that this re-distribution of the burden of taxa- 
tion in the name of administrative convenience and social 
psychology is unfair in itself and becomes much more so 
when it is borne in mind that they are already paying more 
than theit fair share of provincial and central taxation, and 
what is more their ‘genius’ is in no way different from that 
of the classes who are beneficiaries of this policy. #Mr, 
Blunt in his note^ on the system of taxation in the United 
Provinces, which he submitted to the Taxation Enquiry 
Committee, calculated that at least 8o p.c. of provincial 
taxation was paid by people in the counttyjj If similar 
calculations ate made for the other Provinces, the results 
will also show that the rural classes have to pay more than 
iheir due share of taxation everywhere. Their contribu- 
tion to the central revenues are not as large, but even then 
any one, who has even an elementary knowledge of Indian 
finance, can take it as an axiom of the existing situation 
that if any change is to be made in the tax system of the 
country, it must have the twofold object of giving relief 
to the poorer and the rural classes. The ‘Terminal Tax, 
therefore, is an unfair tax from the point of view of the rural 

^ Th$ TastaHon CommiUet 'Rjfport, Vol. IV, p. 428. 
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classes, and thek point of view cannot and ought not to 
be disregarded# 

The disadvantages of the Terminal Tax mentioned in 
the preceding paragraphs arise because of the fact that it is 
a local tax. The receipts from the tax go to the local 
treasury while its incidence is widely diffused, and the deter- 
mination of its rates and its administration by the local 
authorities leads to consequences, actual and potential, 
which are likely to impak the integrity of the tax system, 
hamper trade and be otherwise disturbing for the railways 
and the general public. If this or a similar tax can be levied, 
assessed, and collected by the Provincial Government and 
its receipts allocated to the local authorities on some equi- 
table basis, it may be possible to meet the most serious 
objections to its imposition. Such a proposal was, as 
is well known, made by Sir Walter Leyton in his recommen- 
dations''' in the Report of the Simon Commission. His 
proposal was made without any reference, and, as a matter 
of fact, in utter disregard of the Moblems of local taxation. 
He recommended the levy of a Terminal Tax at a low rate 
for provincial purposes at everj railway station. 

Sir Walter’s proposal has now practically lapsed in 
spite of the provision having been made in the constitution 
of 193 5 for the levy of Terminal Tax by the Federal Govern- 
ment for the benefit of the Provincial Governments. 
But if this provision were put into effect, it would have an 
important bearing on the revenue position of Local Authori- 
ties for it would obviously be undesirable to let 
the local octroi and terminal taxes remain in force 
when a federal terminal tax is introduced. The imposition 
of the federal tax would necessitate the abolition of both 
the local Octroi and Terminal Taxes and that will raise 
the question as to how the urban and in some cases rural 
local authorities concerned should be compensated for the 
loss of thek revenue derived from thek taxes. 

But as the whole scheme of federal finance, under 


1 The Simon Commission Repori, Vol. II, para. 274. 
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which the levy of fedetal tetminal tax was piovided for, 
will liave to be revised when the new constitution for India 
becomes a matter for negotiation and common agreement 
after the war, it is not necessary to develop the point further. 
It may, however, be stated that the administration of federal 
terminal tax would give rise to some dijfficult problems 
owing to the necessity of levying complementary tax on 
road and river traffic because of the growing importance 
of road traffic in tlie country and attempt will have to be 
made to avoid conflict between Terminal Tax and the Sales 
Tax — another tax on consumption which the Provincial 
Governments are empowered to levy on their own 
authority and which most of them have already introduced 
in one form or the other. This conflict will be difficult to 
avoid and the assessment of the two consumption taxes 
on the distribution of goods will give rise to multiple 
taxation and increase the tax burden of the already over^ 
taxed poorer tax payers. From the point of view of the 
admimstration ana incidence of taxation the conflict be- 
tween the Sales Tax and the Central Excise Duties has already 
arisen and from the legal standpoint has already been settl- 
ed. The constitutional right of the Provincial Govern- 
ment to levy taxation on the sale of selected commodities 
has been questioned by the Government of India, but their 
objection to it has been over-ruled by the Federal Court 
and selective Sale Taxes are being levied by a number of 
Provincial Governments. But that does not settle the 
issue. There are, for example, provincial taxes on the sale 
of tobacco and recently an all-India excise duty on tobacco 
has been introduced wmch is ejected to yield Rs. tz crores 
in the current year (i ^43 -44). These provincial and central 
taires are essentially identical, and though there may be no 
objection to taxation by the Central and Provincial Autho- 
rities of a commodity hire tobacco, further development 
of excise duties will increase out administrative difficulties 
and also the likelihood of conflict of tax jurisdiction. The 
new Excise Duty on Tobacco has been imposed as a war 
measure and its reedpta are to be appropriated for central 
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purposes, but there is a provision for the distribution of 
the receipts of the Excises and Salt Tax® among the 
Provioccs on an agreed basis. If the state of the central 
finances after the war permits the assignment of these 
receipts to the Provinces for the development of social ser- 
vices, objection to the parallel imposition of the Excises 
and Sales Tax on the ground of the excessive tax burden on 
the poorer classes will be largely mitigated. But even 
then it will be necessary to exercise central administrative 
supervision and control over the Sales Taxes imposed, 
assessed, and collected by the Provinces if administrative 
conflicts are to be avoided or smoothed out. 

The more cardinal objection, however, that the fur- 
ther development of the consumption taxes by the Pro- 
vinces and the centre will increase the regressive character 
of our tax system will remain and will have to be, at least 
pardaUy, countered by giving to the progressive direct 
taxes, like the Income and Irmeritance Tax, a far more im- 
portant place in our tax system than they occupy at present. 
Given the support or rather the pressure of the enlightened 
public opinion it should be possible to achieve this result. 
In India it is extremely desirable to strive to redistribute 
tax burden on a fairer basis by taxing the well-to-do section 
mote heavily than they are being taxed at present; but un- 
fortunately owing to the bulk of the people being exceeding- 
ly poor and the rich being a very small minority, it is not 
possible to bring about appreciable increase in me income 
of public authorities badly needed for the regeneration of 
the country without increasing the tax burden of the masses. 
If increase in their burden can be offset by giving to the 
people substantial return in the form of better health, edu- 
cation, and communications through the rapid develop- 
ment of social services, the increased tax burden of the 
masses can be taken as a form of social investment for better- 
ment of the lives of our people. 

Looking at the matter from the standpoint of local 
finance the above considerations have an important bearing 
on the position of local indirect taxes in this coutttty. 
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Octcoi, Tetminal Tax, and Tolls which are referred to in 
the subsequent paragraphs — are all undesirable taxes and 
their evils — actual and pot^tial — cannot, as stated al- 
ready, be renaedied. Experience of nearly 90 years of 
Octroi makes it clear that it cannot be rid of its grave defects 
and the Terminal Tax — ^its alternative — is open to equally 
serious objections and its substitution for Octroi does not 
improve the situation or if anything makes it worse. The 
abohtion of these taxes is pre-eminently desirable if this 
can be achieved without putting serious strain on the 
finances of the local authorities concerned. The Taxa- 
tion Enquiry Committee of 1926 recommended that taxes 
be replaced by a tax on ret^ sellers to be assessed and 
collected by the local bodies for their benefit. Since 
then the Sales Tax has, under the new Constitution, 
been imposed by the Provincial Governments and the 
revenue derived from it, as already stated, goes to the 
provincial treasuries and the position with regard to 
local indirect taxation remains as unsatisfactory as ever. 

All public authorities in India, Central, Provincial, 
and Loed — ^are sorely in the need of funds and their need 
after the war will become even greater and, of course, 
far more imperative. Thete is no chance of tliis need 
being even half satisfied unless our economic resources 
are far more fully developed by careful national plan- 
ning. This is so obvious that it can be talcenas an axiomatic 
fact of the existing financial situation. But if it is borne 
in mind that the Local Authorities are entrusted with 
duties upon the efficient discharge of which will depend 
the future of the nation, it will be realised that the ex- 
pansion of their revenues is of the utmost importance 
for the nation and it is essential that considerable portion 
of the revenue which may be derived by the introduction 
of new taxes by the Provinces should, as a matter of general 
policy, accrue to their benefit, i.e., be made available for 
the development of the services for which they are hdd 
responsible. Since J937 a number of new taxes, some of 
them fidrly productive, have been introduced by the pro- 
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vinccs. But the receipt from these taxes have in almost 
all cases been used by the Provincial Government for 
general purposes and the Local Authorities have not been 
directly benefited by their imposition. 

Among the new taxes the Sales Taxes are probably the 
most important. Their yield in 1940 amounts to Rs.i 53’ lacs 
but as mese taxes are still new taxes, their rates are low 
and experience and machinery for their efficient assessment 
and administration have still to be developed, it can be 
confidently assumed that their yield is capable of very ap- 
preciable expansion and can be utilised for the develop- 
ment of national services for which Local Authorities 
are responsible. The objection to the Sales Taxes on 
the score of their being regressive can almost be fuUy 
met if their receipts ate spent for the benefit of the masses 
— are practically earmarked for the development of 
local beneficial services. This course is also suggested 
by the need of avoiding confiision which is likely to arise 
from the imposition of consumption taxes boffi by lie 
Provincial and Local Authorities; and if to this consi- 
deration is added the desirability of abolishing the exist- 
ing local taxes on consumption, i.e.. Octroi and Terminal 
Tax, the case for using the receipts from the Sales Taxes 
for developing local services becomes even stronger. 

This course, it is suggested, should be adopted as 
a measure for increasing local revenues and carrjmig out 
the long-deferred proposal for abolishii^ Octroi and its 
substitute Terming Tax. The Sales Taxes should be 
levied and developed in all Provinces subject to central 
regulation and their receipts distributed among the Local 
Authorities. This is highly advisable for two reasons. 
In the first place the Sales Tax has already found favour 
with the Provincial Government and their further devel- 
opment does not involve any feesh departure. The fact 

^ Siace then yield of sales tax has considerably increased and 
in the Madras Presidency alone the revenue derived from this tax 
in known to exceed Rs. 4 crores p. a. 
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that this tax is being levied by a large number of coun- 
tries in Europe and America and has an established posi- 
tion in the tax systems of a number of important coun- 
tries as a productive source of public revenue further 
reinforces the points and gives us a fund of experience 
to draw upon and be guided by. The second reason 
in favour of this course is that if receipts of this tax are dis- 
tributed among Local Authorities, that will not only 
increase their revenue but facilitate the reform of their 
tax system in the Provinces in which local indirect taxa- 
tion occupies a position of disconcerting importance and 
is difficult to replace on that account. This tax should 
be the more readily acceptable to the tax-payers in the Pro- 
viuces if its receipts are earmarked for local bodies and 
utilised by them for providing fully developed services 
like health and education. 

This change can at this stage be introduced the more 
easiljt owing to the relatively undeveloped state of sales 
taxation in the Provinces. The latter as yet are not de- 
pendent upon It to any great extent for carrying on pro- 
vincial administration and will not find the assignment 
of its receipts to the local bodies embarrassing for their 
finances. The development of local services, though a 
function of Local Authorities, lis of national importance 
and cannot be pu^ off any longer. The Provinces will 
have in any case to find money for it since the Local 
Authorities are in great financial straits and will not be 
able to raise funds locally for this purpose. This devel- 
opment has to be made the first charge on not only 
provincial but also national resources, and any addition^ 
revenue that can be made available through the imposi- 
tion of the new taxes and the development of the old ones, 
has to be devoted for a considerably long time for satis- 
fying as adequately as possible the need for more and better 
education, more and better health services, more and better 
communication. Assignment of the Sales Tax receipts 
by the Province for local services will, therefore, not m- 
volve any sactifice on the part of Provincial Treasuries 
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or neglect of some other public needs which have or 
should have a higher position in their scale of priorities. 
This transfer of funds would merely be a convenient me- 
thod of using this new source of revenues for a purpose 
regarding the supreme importance of which there can 
be no two opinions. 

It has been said that this tax is relatively undevelop- 
ed at present. It is really at an experimental stage. 
Only four Provinces, i.e., Madras, Punjab, Bengal and Behar 
have introduced Sales Taxes which are so fairly compre- 
hensive and even there the rates are low, administrative 
machinery inadequate, and confidence based on eiqserience 
is lacking. In the other Provinces only selective Sales 
Taxes are being levied and their yield is not large. The 
experience of the other countries points to the possibi- 
lity of a much higher degree of productivity of the 
tax. It is not possible to forecast its yield when 
it is fully developed. But if we take into account 
the fact that l he Federal Tobacco Excise is expected to 
bring Rs. 12 crores in the first year of its levy — ^and To- 
bacco Excise Duty is really a Sales Tax on Tobacco — 
it is reasonable and not over-optimistic to assume that 
with full development of this Tax its yield can be multi- 
plied manifold; and if a rough and hazardous guess is 
permissible, revenue of Rs. 20 crores for all the Provinces 
will be found not an exaggerated estimate of what 
we may well e^ect to raise by the imposition of this tax 
by tihe Provincial Govemmenis for me benefit of the 
Local Authorities at the initial stages of its growA 
and the amount is sure to increase with improvement in 
administrative efficiency, ei^ansion of internal trade, and 
its better organisation. 

It is not proposed to examine the administrative and 
fiscal aspect of Sales Taxation in greater detail. Some 
diffi cult, administrative issues are sure to arise but w^ 
not present insuperable difficulties. The forms in 
wMch this tax is levied vary and we will have a range of 
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choice which will have an advantage of its own. The 
Taxation Enquity Committee had tecommendcJ as slated 
above levy of a tax on retail sales only and by the Local 
Authorities themselves. So far as the base of adminis- 
tration is concerned, it is safe to venture an opinion that 
provincial administration of the tax will have decided 
advantages of its own and should be preferred to local 
administration even if the tax is levied on retail sales 
only. But in India retail seller in a vast majority of cases 
a very small man — a man of limited resources, smaU 
business, ignorant, and difficult to handle. The cost of 
collection of a tax on retail sales is likely to be heavy 
owing to the number of assesses b^ing enormous 
and may set up a strain which it would be probably 
wise to avoid, at any rate in early stages^ of sales taxation 
in India. It will be probably desirably to tax the small 
tradesmen by a system of licence fees.'according to their 
estimated turnover and confine the tax^ itself to merchants 
with turnover above a fairly high limit and that would 
make all the wholesale merchants and the merchants 
who combine wholesale and retail selling in different deg- 
rees in their business liable to the tax. These and other 
points ate, however, matters which cannot be considered 
here. The point which is really relevant for our pur- 
pose is that the Sales Tax can and should be impos- 
ed by all the Provinces and its receipts should be usecl for 
developing local services. The Tax is known to be a good 
revenue producer and provincial administration of the 
tax is likdy to be adequate and efficient if it is properly 
organised. 

Provincial administration will, however, have to 
be subject to centtal co-ordination. Por this there is 
no provision in the existing constitution. Sales Taxa- 
tion can be re-administered as to make it discriminatory, 
specially in the case of Sale Taxes on selected commodi- 
ties and the Provinces in which particular industries 
or crops are centralised can use their privileged posi- 
tion to tax the people of othac Provinces by taxing their 
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exports also and other occasions for inter-provincial 
conflicts can arise and will have to be avoided. It 
will be necessary to avoid taxation of enterp6t trade 
and provide against Sales Taxes becoming merely transit 
duties. It will be difficult to ensure that incidences of 
their taxes should always be on the consumers but the 
object in view should be to make them consumers’ taxes 
as far as possible and limit their incidence to the resi- 
dents of the Province which imposes them. Another 
reason when central regulation and control of Sales 
Taxation will be needed wiU be that there will be a great 
deal of overlapping between the central excise duties 
and Sale Taxes which cannot be avoided unless there 
is co-operation and full understanding between the 
Central and Provmdal Administrations. There is, as 
already stated, no provision for central regulation and 
control of provincial Sales Taxes at present and the need 
for its introduction wiU have to be kept in view and pro- 
vided for in the post-war financial settlement. 

It may, however, be said in conclusion that Sales. 
Tax, though it may be necessary to impose it, is not a 
good tax. It is regressive in its effect, is disturbing for 
trade and commerce and at times causes a rise of prices 
out of proportion to the rate of the tax. From ihis point 
of view it has two redeeming features. It can be in- 
troduced as a substitute for local indirect taxation which 
is now an anadironism and can be made very productive. 
New taxes which can be levied in this country for the badly 
needed enlargement of public revenues are very few and 
Sales Tax is one of them which has great promise, and if its 
receipts are allocated to the LocS Authorities, its dis- 
advantages wiU be more than offset by its advantages. 
Sales Tax is, to repeat, not a good tax, but can and has 
to be accepted by us as a necessary evil. 

There is one other point with regard to the Sales 
Tax which is important but the treatment of which has 
to be reserved for the next chapter. Assignment of the 
Sales Tax to the Local Authorities will make it necessary 
6 
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to distribute its yield among them on some basis wliich 
can be accepted as fak and reasonable. But the point 
wril have to be dealt with after the position of local 
direct taxation has also been examined and the question 
of reform of local tax system as a whole can be comprehen- 
sively tteated. For the present it is sufficient to say that 
receipts from sale taxation can be used to replace the 
revenue derived by Local Authorities from Octroi and 
Terminal Tax and the abolition of the latter will become 
a practical proposition when and if the Provincial 
Government levy and develop the Sales Tax to supple- 
ment and increase the resources of local bodies. 

It was necessary to deal with Sales Tax here because 
of its relation to indirect load taxation but before the 
discussion of local indirect taxation is concluded, the 
position of ToUs — which is also an indirect local tax — 
m the system of local taxation in India has to be briefly 
explained. Tolls were once important in most coun- 
tries but now they exist if at all as survival of the past 
and have no practical importance. 

The Government of India have ever since 1886^ 
tried to keep a check on the tendency ,of the local bodies 
to rely unduly upon the source of revenue and impressed 
upon them the necessity of devoting the receipts from it 
to the construction and maintenance of roads. The pre- 
sent position of tolls in the local tax system of the Munici- 
palities and the District Boards is shown in the following 
tables; — 

Toll Receipts of the Municipalities and the District 
Boards of the various Provinces in 1929-30 and in 1939-40. 

^Government of India Resolution No. mj, dated ajth Match 
x886. 
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Madras is, it will be seen, the only province in wliich 
the toll receipts ate an important item of local revenues, 
though the rural local bodies are getting an, appreciable 
proportion of their tax revenue from this source.^ In 
Madras the collecdon of toll receipts is leased out, the 
rates being fixed by the local bodies subject to the maxima 
laid down in the Acts. In the other Provinces generally 
die local bodies employ their own agency though they too 
have recourse to farming in a few cases. The toll receipts 
are still shown as income of the civil works department in 
the accounts of most of the local bodies, but now on the 
whole there is no direct relation between the amounts 
spent on toads and the amounts realised from tolls. Only 
in a very few cases the rates are fixed specifically with a 
view to recover the cost of construction and maintenance 
of some important local work. Tolls levied by the 
Municipalities are a counterpart of their taxes on licensed 
carriages and carts and may be regarded as fees for the 
use of the municipal roads by the non-registered carts. 
But, taken as a whole, tolls are to be regarded as taxes and 
not free or public prices, and their suitability or otherwise 
for local purposes has to be judged by their merits and de- 
merits from the standpoint of taxation. 

In Madras tolls are treated as a tax on trade and, 
therefore, taken to occupy the position analogous to that 
of the local indirect taxes in the octroi and terminal 
taxes levying Provinces. In the other Provinces, apart 
ftom the undefined relation between toUs and the cost 
of maintenance and construction of roads, there does 
not seem to be any theory as to the basis on which tolls 
are to be levied. In the Provinces in which they are not 
important, there does not seem to be any tendency to devel- 
op them for augmenting local revenues. In Madras the 
revenue derived from ihem has considerably increased in 

^Impoftaoce of tolls has, as a matter of fact, decreased in the 
last decade and some MimidpaUties of Madias and aU District Boards 
of Bombay have bad to discoatinne toUs and been compensated for 
tbe loss of terenae from the receipts of the Motor Vmcles Tax. 
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the last decade but it is tccognised that they are not a 
desirable feature of system of local finance in the Presi- 
dency, and ought, if possible, to be replaced by some other 
taxes. Mr. C. B. Cotterell, in his evidence before the 
Taxation Enquiry Committee on behalf of the Local 
Self-Government Department, Madras, put forward the 
view that India may be taken to have reached the standard 
of civilization which would make the abolition of tolls 
highly desirable.! The abolition of tolls is more a question 
or convenience than of civilization; but it may be granted 
that the levy of tolls is an impediment to trade which should 
be removed. The future road traffic wiU, it is certain, be 
more and more motor traffic, and the existence of tolls will 
become aU the mote irksome when habits bom of slow 
locomotion by carts give way to hustie which the modem 
vehicles inevitably bring in their train. Tolls wiH, there- 
fore, have to be abolished because in these days of free and 
rapid communications, they are an unmitigated nuisance. 
But the decision as to whether they should be abolished 
in a particular case will depend more upon consideration 
of e^ediency than of principle. 

If a wholesale Sales Tax is levied, revenue derived 
from a number of selective indirect taxes like Tax on 
Transfer of Property, Tobacco Licence Duty, and Pet- 
rol, whose receipts are now appropriated by the Provin- 
cial Governments wiU also have to be assigned to or 
rather distributed among the Local Authorities. The 
provincial tax on the production and sale of intoxi- 
cants, i.e., restrictive excise duties is a case by itself and 
wiU have either to be re-transferred to the Government 
of India if the Provincial Governments can be compm- 
sated for the loss of revenue or a national country-wide 
policy of Prohibition put into effect. The latter course 
is likely to be costly and force upon the country the policy 
of choosing between development of services and making 
the country ‘dry’, and in spite of the past history of the 


^ The Taxation Baiquity Committee Keprt, Vol. VII, p. zS?. 
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question and its political aspects, the public in future may 
realise that the use of intoxicants is not excessive or at least 
excessive enough to reform or justify our making ‘tempe- 
rance’ the first diarge upon our limited resources and there- 
by deferring important measures ofreformanddevelopment. 
Any way, the limited Prohibition experimented with a 
number of Provinces; whida has now been abandoned 
by the Provincial Governments owing to political reasons, 
was more a political protest than ^rmation of a well- 
considered policy and should have no place in the nation- 
al programme of the future. This being so, it is not 
necessary to deal with the proposals^ for transferring a 
part of the exdse revenue to the Local Authorities which 

This proposal has been made in different forms, but aU of them 
aim at the transfer of a portion of the receipts on ^irituous l^uots 
and intoxicating drugs to the local bodies. Mr. G.]fc.Gokhale in his 
evidence before the Decentralisation Commission advocated the as- 
signment of a share of the excise revenue to the credit of local accounts, 
and in making this proposal -was, no doubt influenced by the existence 
in England of the Assigned Revenue System inauguialed by Mr. 
Goschen in 1888*. The Bombay Local Sdff-Government Committee 
of 1915 also proposed that a two-anna share of the excise revenue be 
made over to a Local Taxation Account and distributed to the local 
bodies. The proposals for the transfer of a share of the excise revenue 
were also made when the Madras City Mumdpality Bill and the 
Madras District Municipalities Bill of 1919 were on the anvil, and a 
permissive provision empowering the Government to transfer a por- 
tion of the excise revenue to the Local Board was inserted in Schedule 
V of the Madras Local Boards Act, 19Z0. The Madras Financial 
Relations Committee also recommended the levy of a surcharge not 
exceeding one anna on the provincial rate for local purposes. 

* “The Assigned Revenue System which was introduced by Lord 
(then Mr.) Goschen in England consisted in handing over to the local 
authorities the proceeds of certain taxes whatever they might amount 
to. Most of the direct Exchequer grants were at the same time 
withdrawn, and it was hoped that the expansive character of the grants 
so handed over would do away with the need for further grants of 
this kind and so render possible a complete seVetance of local from 
national flnance.” 

(R^rf of tbf Vtpartmtntal CommiiUB on Local Taxation, 1914, 
para. 5Q. 
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have been put fotwatd from time to time. The excise 
duties have a dual character. They are partly a tax on 
production of intoxicants and partly a tax on their 
sale. The two, for administrative purposes, are discreet 
and the tax on sale of intoxicants can be assigned 
to the Local Authorities and efficiently administered 
by them. But as now Excise has ceased to be merely a 
financial question and its future will be determined by 
wider considerations, the point may be taken to have 
ceased to have any bearing on local taxation. 
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LOCAL REVENUE— DIRECT TAXATION 

Though the indifect local taxes have had to be dis- 
cussed at some length in. the preceding lecture, direct 
local taxes ate, relatively speaking, more important in the 
system of Locd Taxation of India, and their position has, 
therefore, to be carefully considered. These taxes are: 
The House Tax and its auxiliaries, which collectively 
can be called the Property Taxes, the Land Cesses, the 
Pilgrim Tax, and other Passengers’ Taxes, and the per- 
sonal taxes which are levied under different names by 
the various local bodies but are, to all intents, local in- 
come taxes assessed in a rough and ready manner. The 
Property Taxes are levied by Municipalities in all Pro- 
vinces, and assessed on real estate. The House Tax 
levied by the Village Panchayats in Madras and Bombay 
is also a tax on property; but they ate the only rural local 
authorities which levy the tax. The other rural local 
authorities depend upon the Land Cess for their tax 
receipts. The village authorities in several Provinces 
levy the tax called die Tax on persons assessed accord- 
ing to circumstances and property. It is not easy to 

whether it is a personal or property tax, but it is never- 
theless not wrong, as will be argued a little later, to 
regard it as a local inrome tax. This tax is also levied 
by the smaller Municipalities in some Provinces. Be- 
sides this tax on persons, there are other local income 
taxes, like the Tax on professions and trades, the haisi- 
jat fax and the Companies Tax, which are levied both by 
the urban and non-urban local bodies. The Pilgrims* 
Tax and the Terminal Taxes levied in Calcutta are Pas- 
sengers* Taxes. Of these taxes the Property Taxes may 
first be considered. 

The property Taxes comprise the House Tax and the 
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seivice rates like the Coiisetvancy, Water, and Light- 
ing Rates. The fact that the latter rates ate called ser- 
vice rates raises the question as to whether they are to 
be regarded as taxes or public prices. The question 
will be considered in its proper place, but it is enough 
to say here that they are sometimes consolidated with 
the general tax for the purpose of assessment and collec- 
tion and in some cases even for imposition, it is both 
convenient and right that they should be regarded as 
Property Taxes for the discussion of the various issues 
which we have to deal with here. They are, it may also 
be added, classed under taxation in all official reports and 
receipts from them are taken into account in calculating 
the average incidence of taxation in the different Provinces. 

From the figures in the subjoined table®- it will be 


Receipts from the Proper^ Taxes in the different Provinces 
in 1929-30 and 1939-40. 



i 

Total receipts from 
property Texes 

11 

Total Tax R«- 
venue Rj. {lacs) 

Percentage 


1929-30 

1939-40 

1929-30 

1939-40 

1929-30 

1939-40 

Calcutta 

179.83 

179-34 
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(1934-35) 





Bombay 


299.25 

284.46 


80 


Madras 

30,80 

38.73 

43-90 

54.21 

70 




(34-35) 


(54-35) 



Bengal 

59.80 

62.01 

71.52 

79.42 

82 


Bombay 

76.70 

62.23 

165.60 

149.50 

46 


Madras 

33.24 

67.58 

70.08 

123.94 

47 


United Pro- 







■vinces 

28.47 

33.80 

108.85 

123.60 

26 


Punjab 

7.63 

7.42 

79-55 

95.67 

10 


Central Pro- 







vinces 

14. Si 

19,83 

49.23 

48.83 

50 


Assam 

J.36 

J.98 

7.16 

8.64 

78 


Bibar& Orissa 

21.49 

20.35 

27.44 

38.36 

77 




(Bibar) 







2.76 


3.42 





(Orissa) 

BBB 

(Orissa) 
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deaf that though in the Pfovinces in which the indirect 
municipal taxes are not levied or are not important, tlie 
direct taxes are by far the most important source of the 
municipal tax-revenue, even in the Provinces in which 
the Munidpalities rely upon the Octroi and Terminal 
Taxation for raising a large part of their tax-revenue, 
they are by no means negligible. Of these Provinces 
the Punjab is the only province in which only lo p.c. 
of the tax-revenue is derived from the Property Taxes. 
In the United Provinces 26 p.c., in the Central Provinces 
30 p.c., in the Bombay Presidency 46 p.c., and in Bombay 
Gty 80 p.c. of the mmiidpal tax-revenue comes from the 
Property Taxes. In the Bombay Presidency as a whole 
(including Bombay City) we find that about 70 p.c. 
of the munidpal tax-revenue of the Province is contri- 
buted by these taxes. In the remaining Provinces they 
are responsible for about 80 p.c. of the lax-revenue of 
the Munidpalities. Owing to the spedal conditions 
prevailing in the Presidency Towns it would perhaps 
be somewhat misleading to base any general conclusion 
on the proportion of the revenue derived from the 
Property Taxes to the total revenue of all Munidpali- 
ties, but even if wc leave them out of account, we find 
of the total tax-revenue of the Mtrfassil Munidpalities 
in India about 4j p.c. in 1929-30 and 54 p.c. in 1939-40 
realised by the levy of the Property Taxes.* The obvious 
condusion to wmeh these figures point is, of course, 
that the direct taxes have not only an assured place in 
our system of local taxation, but also that the assumption 
that they are in any way not in keeping with our 
national traditions is not borne out by the facts. 

There has not been any change of special signi- 
ficance in the underlying prindples or methods of 
administration of these taxes ever since they were intro- 
duced in the early seventies. They were modelled < 4 n 

*In Sindh the tevenne derived &om Pioferty Taxes is negligible 
and in N. W. P. they ate not levied. 
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the English local fates and even now they beat very 
strong similarity to them. The common basis of assess- 
ment almost in every Province is the annual value of 
lands and buildings which is generally defined as “gross 
annual rent at which they may be reasonably expected 
to be let from year to year”. These are the very words 
which are found in the Parochial Assessment Act of 
1856 which was the basis of the English Rating System 
until 1925 and have been re-enacted in the Rating and 
Valuation Act, 1925, which has now superseded the 
former. The words “reasonably be expected to be leP’ 
have in England been given a meaning which has made 
the annual value an abstraction and the actual rent paid 
by a tenant to a landlord is taken to be presumptive 
evidence of the annual value but not the annual value 
itself. The same conception of annual value being rent 
paid by a hypothetical tenant is also implicit in its de- 
Wtion in the Indian Municipal Acts, though generally 
the actual tent is accepted as a fait measure of the annud 
value of an assessable unit of property or “heridament” 
as it is called in England. Though generally the gross 
annual value is taken as the basis of assessment, in some 
cases other bases have also been provided for. In the 
Punjab, for example, in the more important hill stations 
it is permissible to assess land and buildings on the basis 
of ground area or length of frontage in streets or bazaars. 
In the Madras Acts also there is provision for a basis 
of assessment alternative to the annual value, and there 
are special provisions for the assessment of huts, 
In the United Provinces Municipal Act it is specifically 
laid down that the actual rent be made the basis of assess- 
ment of the Property Taxes. In the Bombay Qty Munici- 
palities Acts of 192J there is a provision for the assess- 
ment of these taxes on the basis of the capital value of 
land and buildings and in the Madras Village Panchayat 
Act there is provision for the capital value as the only 
basis for the assessment of the House-Tax in the villages. 
These are all interesting variations, but the basis which 
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is generally adopted for the assessment of the Property 
Taxes is, as stated above, the gross annual value of land 
and buildings. 

For property which is ordinarily not let or, like 
colleges, schools, and hotels, cannot be let, there is a pro- 
vision in most of the Acts^ for assessing their annual 
value at a certain percentage of their cost of construction 
and the value of land wim deductions for depreciation. 
For assessing Government buildings there are also 
special provisions in some of the Acts. In Bombay 
Government buildings are assessed by an officer appoint- 
ed by the Government and liable to seven-eighths of the 
ordinary rate. In the Central Provinces the maximum 
rate at which they can be assessed is 7^ p.c. of their 
annual value and in Calcutta the value of the property 
of the Improvement Trust is taken as the cost of its 
acquisition, and there are also special provisions for 
the assessment of the Port Trust Propertjr. The basis 
in all these cases is what, in England, is called the 
“contractor’s estimate” and has to be adopted because 
the annual value cannot be ascertained in the ordinary 
way. 

The Indian Property Taxes are, however, different 
from the English local rates inasmuch as in India the 
owner is generally primarily liable for the payment of the 

1 la such cases what is called ‘Conttactor’s Test’ is applied and 
’reasonable expectation’ is taken to wean ‘interest on capital value 
or cost of land and buildings or interest on cost which a contractor 
would require if he provides the land and constructs the building 
for the present occupier. 

The rate per cent allowed on ascertained value of, land and cost 
of building vanes. In the Madras Act (IV)'Of 1919 prescribed is 
6 p.c., in the Calcutta Municipal Act (HI) of 192J, 5 p. c., in the 
Qty of Madras Municipal Act (TV), of 1919 6 p.c., in the Calcutta 
Municipal Act (IH) of 19x3, 5 p.c., in the City of Bojfabay Municipal 
ActpliQ of 188S, 4p.c,, on the value of land 6 p. c., on the cost of 
building (Vide Kawshek) Prin^fb ^ 'Rating in England and India, 
pp. 32^x7, 
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genetal rate or the House 'I'ax. Iji Hnglaiid it is the 
occupier who has to pay the rate. Tlic service rales 
are paid by the occupier and when, as in Calcutta, these 
rates are consolidated with the gcneml rate, the burden 
is shared by the owner and the occupier. The theory 
of the owners’ liability in India has not been clearly 
formulated anywhere, but it makes these taxes on property 
in a sense in which the English local rates arc not. In 
Kngland, a rate is "a charge made m respect of occu- 
pation or ownership of property, hut is not a charge upon 
property .”1 The annual value in England is, in the words 
of Rowe Fugo, “a rough guess at ability handed down 
from remote antiquity”. But the fact that it is the occu- 
pier who pays the tax makes the annual value a rough 
guess of his ability based on his income and not that of 
the owner. The rent that he pays is taken to bear a 
certain proportion to his incorne and his possession or 
otherwise of property has bearing on the Question only 
so far as it affects his income. But in India the general 
rate being a liability of the owner, it becomes a tax on 
him in respect of the ownership of his property. In 
India also, it is true, die criterion of hi.s ability is not the 
value of his property but the income which lie derives 
from it, and mat is the reason why the owner is, in most 
Provinces, entitled to temivssion or refund of the (ax in 
case his property remains vacant consecutively for 
at least a specified number of days in the yetir. But the 
significant fact in the assessment of the general rate is 
ownership and not occupation, and, ther^orc, in India 
the element of property is a more important element in 
the assessment of the tax than that of income. 

In the case of the service rates, of course, the elemait 
of cost of service is the really relevant factor and the 
local authorities are required to determine their rates 
with the sole object of meeting the cost of rendering these 


1 Manuel of 'Rating by S. C. R, Bosanquet and P. F. Smith, 

p. 20. 
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services. But both in England and in India the elements 
of cost and benefit are implicit in the actual working of 
the local rates. The fact that all property whether it 
is used for profit making or not is rateable, is due to the 
assumption that it benefits from local services and adds 
to their cost and ought, therefore, be called upon to make 
contributions to the local fund. That is the only theory 
on which the levy of these rates on Government pro- 
perty is justified and the institutions like colleges and 
hospitals can be held liable to them. The elements of 
cost and benefit ate of special significance in local taxa- 
tion; but on the whole, it may be postulated that ability 
as measured “rateable” occupation m England and rate- 
able ownership in India is the criterion of tax-liability. 
Local rates are, it need not be specially stressed, taxes 
in every sense of the word and capacity to pay is and 
should be tlie basis of assessment. In India capacity 
to pay is measured by income arising from the owner- 
ship of real estate. 

In some Provinces in the Acts the maxima are 
fixed for the levy of the Property Taxes and vary from 
7^ to 12^ p.c., but even there the service rates can be 
levied and are not subject to these limits. In some 
cases, as for Calcutta, the maximum is laid down for the 
consolidated rate. In five out of eleven Provinces, 
however, the Acts do not limit the power of the Munici- 
palities to raise the rates, and the ^sence of this limita- 
tion has not prejudicially affected the interests of the 
local tax-payer. The local bodies in India, as is well 
known, need a spur and not a curb so far as the levy of 
taxation is concerned and the fact that in a number of 
Provinces the law does not limit their rate-raising power 
is a negative advantage and it would be well to remove 
these limits in the Provinces in which they exist. 

More important than the rates is the question of 
assessment. The valuation of property is a highly 
skilled job and requires on the part of the assessor a 
specialised training and experience of a high order. In 
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India most of the Municipalities are too poor to employ 
•well-qualified and •well-paid men for the purpose. In 
a few cases the work of valuation or re-valuation is done 
by the revenue officers lent by the Government. This 
practice of lending the services of a Government officer 
to the Municipalities for this work used to be more 
common in the early years of the introduction of local 
governmentj but has, as the Taxation Enquiry Commit- 
tee pointed out, fallen into abeyance since then. Now 
in most of the Municipalities the work of assessment 
is done by a Committee consisting of the chairman and 
some members of the Municipal Board, and, it is not 
necessary to add, the work is not well done. Ineffi- 
ciency in assessment is due to the Assessing Committee 
not having the necessary expert knowledge and experience 
and also to the fact that they cannot be expected to 
assess without fear or favour when they ate dependent 
for their position upon the popular vote. Experience 
of all countries, but specially of the U.S.A., is conclusive 
against the desirability of ha-vdng elected officers for the 
assessment of taxation. The students of taxation know 
that one of the main reasons of unequal assessment of 
the general property tax in ihe U.S.A., which has given 
rise to such petpiesing problems, is the fact of the asses- 
sors owing their position to the success at the poUs. 
The right sort of men do not get appointed on that 
account and do not discharge their duties -with the re- 
quisite amount of ind^endence. In India the problem 
is similar and as Mr. wode said in his evidence before 
th,e Taxation Enquiry Committee, “No reform in local 
administration is more urgently necessary than to secure 
fearless, impartial, uniform assessment. There seems 
to be no prospect of this being done except by means 
of a Government agency performing this duty in inde- 
pendence of municipal commissioners”, and “it may be 
stated with absolute definiteness”, added Mr. Goode, 
“should be done by persons who are independent of 
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the suflEtage of Lhe petsons whom they assess.”^ The 
assessing officers should be indepcndeul both of the 
Municipal Commissioners and the voters. In the Presi- 
dency Towns the assessment is done by well-trained 
officers and the valuation lists are authenticated by the 
executive officers. In Calcutta the Cliief Executive 
Officer is now elected by the Corporation, and his job 
has become one of the prizes which the party in power 
gives away in recognition of loyal services. The inde- 
pendence of assessment in Calcutta is likely to be im- 
paired on this account. In Bombay, and Madras the 
position is better in this respect as the executive officers 
are not dependent upon popular suffrage. But taking 
the country as a whole it may be stated that indepen- 
dence of officers responsible for assessment firom any 
control on the part of the electorate, which is an essen- 
tial condition of its efficiency, does not exist and has to 
be provided for. 

The position is equally nnsatisfactoty in respect of 
appeals against assessments. In Bombay, and Calcutta 
appeal lies to the Small Cause Court and the High 
Court and in the United Provinces, the Punjab, and 
the Central Provinces to the District Officers or the 
Commissioner. In Madras the Standing Committee of 
Finance and Taxation is, in the first instance, authorised 
to grant relief, though there is appeal to the Small 
Cause Court and the High Court gainst its decisions, 
hi all other cases the Municipal Qjuncils or special 
cbmmittee of the Council hear and dispose of these 
appeals and their decision is final. The work done 
by thp assessors, even when they are competent and 
independent, can easily be undone by members of 
the Municipal Councils intent on granting relief for 
catching votes. Popular suffrage is, it is now perfectly 
obvious £tom the experience of tihe working of demo- 
cracy in every country, the worst method or appointing 

^Th Taitaf/oft Erigmfy Ktjiorf Vol. V, p. J04. 
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men to posts for which the highest qualities of efficiency 
and integrity are necessary. The performance of judi- 
cial functions by an elected body in regard to matters 
which affect the pockets of the electors is the most effi- 
cacious way of undermining its sense of duty and inde- 
pendence. 

By common consent the tax on real estate is the 
most suitable form of local taxation. That is due to 
the fact that as its incidence is local and evasion extremely 
difficult, it can, given proper conditions, be levied with 
advantage by the Local Authorities. In India it occu- 
pies, as shown above, an important position in the sys- 
tem of local taxation and is likely to grow in importance 
with the passage of time. It is, merefore, necessary 
to ensure for it conditions under which it may be possible 
for it to give the best results of which it is capable. It 
is suggested that this end can be achieved by introducing 
four oianges, each one of which is important and wiU 
have far-reaching effects on the system of assessment and 
admini.stration of the tax. 

Of these the first is that imposition of the Property 
Tax as the main source of local revenue should be made 
obligatory on all Municipalities. Several good rea- 
sons can be given in support of this suggestion. In 
view of the admitted need of enlarging the resources 
of the Municipalities it is necessary ihat every potential 
source of revenue should, within the limits set by the 
taxable capacity of the people, be fully developed. As 
it is necessary that both Octroi and die Terminal Tax 
should be repealed, and the Sales Tax substitution of which 
for both was suggested in the last Lecture, will be levied 
and administered by the Provincial Government and 
its yield, as will be suggested later in this chapter, allo- 
cated on some basis which wiE not discriminate in favour 
of the Municipalities, it wEl be necessary for the latter 
to have at their disposal a source of revenue, the rates 
and yield of which can be varied to suit the exigencies 
of local needs from time to time. The House Tax is 


7 
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already being levied in all Provinces. It is, on the testi- 
mony of world-wide experience, most suitable local 
tax and can and ought to be developed in India. 

But what about the inborn aversion of people in 
Northern and Western India to all direct taxes ? What 
about the genius of our race ? This phrase has done duty 
for seven decades in the discussions on Octroi and has 
acquired almost a prescriptive right not to be dislodged 
from that position. It has that familiar ring about it 
which has made it a stock phrase for the denunciation 
of all new and, therefore, odious imposts in all countries j 
for is there a tax the imposition of which was not, at the 
outset, denounced as a sin against the Holy Ghost^ ? So 
many new taxes have had to traverse the same course before 
being accepted as intrinsically sound or suitable fiscal 
expedients, that we will do well to leave the genius of 
the race out in our discussion of this question. Racial 
temperament is an important social fact, but owing to 
the difficulty of defining it, it can be made to fit in with 
all kinds of pre-conceived ideas and prejudices; and it 
will make for clearer thinking if we put out argument 
on a less elevated plane of expression. 

That, of course, means that we should set forth our 


^The Income-Tax, for example, has had to win its way to its 
position of fiscal eminence against a number of difficuities, but among 
them the smoke-screen set up by those who were adversely affected 
by its imposition, by marshalling all the arguments drawn from their 
assumed knowledge of national psychology was not the least ser- 
ious. In i860 when Wilson proposed the levy of the income-tax 
in India for the first time, we had our fiscal ethnologists who fore- 
told all kinds of disasters because the income-tax, according to them, 
was repugnant to our racial mentality; and even after 1886 when 
it was given a permanent place in our tax system, it remained an un- 
important soutce of revenue because of the same assumed antipathy 
of onr people tp all forms of direct taxationl The last War made it 
necessary mr the Government to take a more realistic view of the 
situation and develop the income-tax to the fullest extent and now 
it does not hurt our racial susceptibilities, 
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objections to the levy of the Ptoperty Taxes by the Muni- 
cipalities in all Provinces on more specific grounds. The 
statement that there is something in us, or in our social 
eihos^ which makes it impossible to develop the direct 
local taxes further in the four Provinces, in which the 
indirect taxes are important, after all amounts to saying 
that their levy will be attended by friction which will 
put a very great, and in some cases intolerable, strain 
on the administration of those taxes; or, in other words, 
reluctance to pay them, which is inherent in all tax-pay- 
ments, will almost amount to refusal to do so. But 
why should people in these four Provinces offer passive 
or active resistance not to the levy — because they are in 
force there already — ^but to die enhancement of these 
taxes? They are not in any respect that matters for 
fiscal purposes different from the people of the other 
Provinces which have been able to do without the Octroi 
and Terminal Taxes, or at least the differences, such as 
they are, have no bearing on their willingness or other- 
wise to pay the direct taxes. 

It may be that Octroi has, to use another over-worked 
phrase, the sanction of ancient usage; but that is so in 
all provinces, and it is a matter, comparatively speaking, 
of recent history that the town and transit duties were 
being collected all over India and specially so in the 
Provinces of Bengal, Bihar, and Orissa which have not 
been and are not levying OctroP. It is not necessary 

^-In iSjj when Sir Charles Trevelyan submitted his Report, 
both Patna and Benares were levying the town duties. When Octroi 
was revived, it was levied in Benares but not in Patna; and since 
then the former has stuck to Octroi and even refused to replace it 
by the Terminal Tax, while in the latter the House Tax has been the 
main source of the municipal revenue since the inception of the 
municipal government in that town. Surely, the fact that Benares 
is and Patna is not levying Octroi has nothing to do with its being 
an old tax or any d iff erences between the psychological reactions of 
the people to the levy of the direct taxes. In Benares the House Tax 
is also being levied and the basis and methods of assessment are 
practically the same as those which are being used in Patna. In 
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to say more on this point; and it may be concluded 
that there is nothing in die nature of things which makes 
it difficult or at least more difficult to levy the Property 
Taxes or develop them more fully in some parts of 
India than in others. 

It may, however, be urged that the kernel of the 
argument is not that the people will not pay the direct 
local taxes, but that the 3ridd from them wiUnot be 
safficient for municipal needs; and if Octroi and the Ter- 
minal Tax were abolished, the deficiency caused thereby 
could not be made up by die enhancement of the House 
Tax. There is force in this point. But it has to be borne 
in mind that it has not been suggested that the loss of 
revenue due to the abolition of Octroi and the Terminal 
Tax should be made up by compensatory increase in the 
yield from the House Tax. Our needs are so great 
and urgent that we cannot afford to lose any pubKc revenue, 
and though the yield from the Sales Tax, the imposi- 
tion of -tmeh has been suggested, cannot, it may be re- 
peated, be forecast with_ any degree of confidence. 
It can be assumed that it will be large and the share, which 
the Municipalities, which now mainly rely upon Octroi 
or die Terminal Tax, will get from it, together with other 

Sambalpuf, a town in Orissa, to take another instance. Octroi is being 
levied while the other Municipalities of Orissa ate leys'ing the House 
Tax. This is due to the accident of Sambalpur having been a paj-t 
not of Orissa but of the Central Provinces when Octroi was reviv- 
ed. Sambalpur has, even after its transfer to Orissa, been levying 
Octroi, and has the distinction of being the only Municipality in Orissa 
which is doing so. That agAin, it is needless to say, has nothing 
to do with the attitude of the people towards the direct taxation. 
The people in Sambalpur are like the people in the rest of Orissa, 
and they are not levying the House Tax because they have been 
permitted to levy Octroi. In Bombay, as has been shown already, 
the Property Taxes arc more important than Octroi and the Termi- 
nal Tax, and of the people in that Province it cannot be said that 
the Octroi and Terminal Taxes have to be levied there because the 
people have very strong prejudice against the imposition of the 
direct taxes. , 
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fcadjusiments to be considered later, will add enough 
to their resources to enable them to carry out this measure 
of necessary financial reform. There is no doubt that 
the indirect taxes can everywhere be collected with much 
greater ease than the direct taxes and that accounts for 
meir persistent popularity all over the world. 
If given choice between the local direct and indirect 
taxes, there is no question that people will choose the 
latter. This consideration applies to all the other 
Municipalities which are not levying the House Tax 
or ate not making the most of it. It should not be left 
to them to levy or not to levy this Tax. The whole 
system of local taxation should be developed on the 
assumption that each Municipality will make the tax on 
real estate its principal source of revenue and make the 
most of it. 

It has, however, to be conceded that though the imposi- 
tion of this tax by all Municipalities or enhancement of 
its rate are feasible, it will take time before its full pro- 
ductivity can be realised. Taking the different Provinces 
and the average incidence of taxation in them^, there does 
not seem to be any reason to suppose that the Provinces 
which are levying Octroi and the Terminal Tax are any 
better off than the Provinces which are not. The average 
incidence is about Rs. 4 per head in all Provinces except 
three. The incidence in Madras and Bihar and Orissa 
is low but that is due to the fact that there the level of 
taxation is low; and in Bombay it is the highest, i.e., more 
than Rs. 6 per head — ^because there both the direct and 
indirect taxes have been developed. There is, therefore, 
no reason to anticipate that there will be any eventual 
falling off in the receipts of the Municipalities owhig 
to their relying mainly upon the development of the 
direct taxes for their revenue. But as remarked above, 
time wiU be needed to develop folly these taxes, and 
at the outset some decline in the receipts of the Munici- 


iVide Appendix XVII. 
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palities may well be expected. That is why it will be 
necessaty to provide against the dislocation of municipal 
finances by the introduction of this cliange and also for 
special adjustment in the case of the individual Munici- 
lalities^. These and similar other matters will have to 
le carefully considered when the scheme is put into effect, 
3ut they do not affect the validity of the argument that 
the imposition of the statutory obligation on every 
Municipality to levy and develop the House Tax will 
not entail any undue hardship on the people or other- 
wise upset the social equilibrium. 

This is, in a sense, one of the most important changes 
which can be made in the fiscal system of the Munici- 
palities in India; but in view of the fact that the House 
Tax is already being levied by them very widely, it will 
not be the most radical. But the other three changes 
which are to be suggested here are not onh important 
but also radical. The first is that the basis of assessment 
of the House Tax be changed from the annual value of 
lands and buildmgs to their capital value. This will be 

^ Taking the cases of Benares and Patna again for illustration 
wc find that in 1833, when the Town Duty was being levied in 
both the towns, their receipts from it were Rs, j.8o lacs and Rs. 
2,5 lacs respectively. In 1939-40 their tax-revenue was Rs. 14.79 
lacs and Rs. 6.16 lacs and their average incidence of taxation Rs, 
6.6.7 s^ud Rs. 3,5.4 respectively. Benares received Rs, 6,66 lacs 
from Octroi and imposed, as already stated, the House Tax, the 
yield from which amounted to Rs. 1.60 lacs. The receipts of Patna 
from the House Tax, including the Conservancy Rate, was Rs. 
3.67 lacs. These figures are favourable to Benares as compared 
with Patna from the standpoint of receipts. The Benares Munici- 
pality is, as is well-known, not a model municipality for the Mu- 
nicipal Authorities and its resources are as inadequate as of any 
other dty in India. If and when Benares has to give up its Oc- 
troi revenue, it will not find it easy to re-adjust its finances to 
the reformed system of local taxation. It will, of course, receive 
its share of Assignments from the Provincial Government but its 
case and the similar cases of other Municipalities will make it ne- 
cessary to make provision for what may be called the transitional 
benefits. 
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a radical change but also a simple one. The purpose of 
■valuation will be to ascertain the capital value of property 
and not its income; and as its capital value is derived 
from the income that it yields or is capitalised income, 
the change will be not a change of substance but of form; 
and yet it -will have its advantages which make its intro- 
duction highly desirable. The annual value is, as it is 
interpreted now, more or less an abstraction. It is rent 
by a hypothetical tenant to a hypothetical landlord. It 
is easy to make it more objective by making the actual 
rent and not the rent at which a building may “reasonably 
be expected to be let” the basis of assessment. In the 
United Provinces assessments of the House Tax ate based 
on the actual rent. Even then in the case of buildings 
which are not or cannot be let, assessment has to 
be made on the basis of the assumed or inferred rental 
value. 

But apart from that fact, the capital value is mote 
objective than the rental value and can be assessed with 
greater precision. Personal equation can almost be 
eliminate in the assessment of the capital value; and 
as it is determined by what a particular piece of property 
yields in the present and is expected to yield in the future, 
it is a more correct estimate of its economic importance 
and, therefore, of the taxable capacity of its owner. That 
fact, of course, brings a speculative factor into the assess- 
ment; but as the speculative value is merged in the present 
value and does not impair the objectivity of the capital 
value, the presence of the speculative element is a merit 
and not a demerit of this system of assessment. There 
will be some cases like those of the public buildings in 
which the market value of the property wiU not be easy 
to obtain. In their case the estimated cost of construc- 
tion wiU have to be, as it is now, made the basis of assess- 
ment. But in their case also the necessity of calculating 
their annual value on some conventional basis will not 
exist, and in the case of most of the buildings the objec- 
tive fact of what the land and the house are worth in 
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the market •will afford a good and definite basis of assest- 
ment. 

This change will also be desirable owing to the fact 
that it will fit in with two or three other changes which 
have to be made in order to modernise our system of 
local taxation. The administration of tlie special assess- 
ments and the unearned increment value duties, the intro- 
duction of which, as important elements in the system 
of local finance, is suggested a little later, will become 
much easier when the whole basis of assessment is changed 
from the annual to the capital value. It is also desirable 
to make the capital value of land the basis of assess- 
ment in the rural areas. The reasons for making this 
change will also be given when the position of the Land 
Cesses is discussed a few paragraphs below. The assimi- 
lation of the bases of assessment in the rural and the 
urban areas will not only make for uniformity but also 
have administrative advantages which will enable tlie 
Valuation Department, the creation of which, will be 
necessary, to perform its duties with greater case and 
efficiency. 

By adopting capital value as the basis of assess- 
ment of our princip^ local taxes we will be exchanging 
the English for tlie American system of assessment. 
Out present system of assessment in the urban areas 
has been taken from England. There the system still 
holds its own and the proposals for changing it radically 
have never been seriously discussed in spite of the 
fact that the local rates have received a great deal of 
attention and some far-reaching changes have been made 
from time to time. But in England the discussion 
of the problems of local rates has turned on the mestion 
of tbeic incidence and the need of gwag reUer to the 
rate-payer, as local tax-payer is called in England, at 
the eapense of the general tax-payer. The existing basis 
of assessment was adopted in England in 1836, and in 
spite of the iact that its unsuitabmty has been demons- 
trated by the difficulties which have been experienced 
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in asceilaining the annual value of all kinds of “herida- 
ments”, like advertising stations, brick-fields, canals, 
public utility undertalcings, parks, woodlands, mines, 
and railways, the basis, with, numerous modifications, is 
still in operation; and it is likely that it will not be material- 
ly changed for a long time to come. As Since 19Z9 the agri- 
CTiltural land has been completely reUeved of the local 
rates and the industrial and transport enterprises have 
been exempted from three-fourths of the burden, local 
rates have become more like the taxes on residential and 
commercial buildings than the general taxes on real estate. 
That will make it easier to work the annual rate system 
of valuation and probably give it an indefinite lease of 
life. 

In America, on the other hand, capital value was 
adopted very early as the basis of assessment of the 
general property tax, and though the breakdown of the 
general property tax itself has been an established fact 
for a long time, that is not due to the fact that the capi- 
tal value has been and is the basis of its assessment. 
America has been a laboratory of many fiscal einperi- 
ments, but the lessons that other countries can learn 
from its experience are more or less negative in charac- 
ter, that is, America, in the domain of finance and taxa- 
tion, has to teach the world how not to do things and 
not how to do them. That is so; but in spite of it capi- 
tal value is a sound basis of assessment and ought to be 
adopted in India. In Canada until 1866 the annual value 
was used on the basis of assessment. In that year in 
Upper Canada the capital value basis was adopt- 
ed for the first time and since then it has replaced the 
annual value basis almost in every part of Canada^. In 
Australia, New South Wales, and Queensland have also 
adopted the capital value basis and are finding it satis- 
factory.® This basis has had a long trial and in the coun- 

^ ’Provincial and hocal Taxation in Canada, i Vineberg p. 91. 

8 The Australian Year Book 1950. 
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tries in' which it has been used, it has been found to work 
well. India in adopting it will not, therefore, be experi- 
menting in a new field or embarking upon a risky ven- 
ture in the realm of taxation. It is a well-tried device 
of tax-administration and its value is not problematical 
in any sense of the word. 

In adopting the capital value basis and retaining the 
liability of the owner for the payment of the local tax, 
we will be making the tax more definitely a tax on pro- 
perty. The object will, of course, be to measure very 
roughly the capacity to pay of the owner, but the assess- 
ment of the value of property will have to be as imper- 
sonal as possible. For that it will be necessary to estab- 
lish units of measurements and comparison. It 'will 
be convenient and, for some purposes, necessary to assess 
the value of the land separately from that of the buildings. 
The value of land depends upon its access to streets, 
railways, water-fronts, and parks; and in the U.S.A., 
therefore, the unit of measurement generally used is 
based on frontage and depth, i.e., it is a foot-front of 
standard depth. The fact that the value of land decreases 
as it recedes from the frontage is allowed for by adopting 
a rule by which the unit value decreases in ever dimi- 
nishing degree as the distance from the street incteases 
in New York, for example, the first quarter is taken to 
have 40 p.c. of the total value, the second 30 p.c., the third 
20 p.c,, and the fourth 10 p.c.t The measurement of 
the value of buildings has to be a more elaborate process. 
In their appraisal the two factors of the cost of consttne- 
tion and depreciation will have to be taken into account 
and checked with reference to the data of sales of pro- 
perty. They will have to be classified and the v^ue 
units will have to be established also in their ca.se. The 
mechanics of the system will require the maintenance 
of land value maps and records containing data likely 
to^be useful in the work of assessment. The object 


^ Load V&lm Map, New York, 1931. 
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must be to work out basic units of measurements which 
may be capable of being used with a fair degree of mecha- 
rucal precision to make the system as impersonal as pos- 
sible. 

The success of this, as of any, system of assessment 
will depend upon the ^ciency of the agency employed 
for the work. The assessor must be well trained, and be, 
as already stated, completely independent of those whom 
he assesses. For that purpose local agency under the 
control of the local bodies will be found inadequate. 
The opinion of Mr. Goode of Bengal on this point has 
been quoted already. Mr. Boag of Madras expressed 
a similar opitiion in his evidence before the Taxation 
Enquiry Committee. “In my experience”, he said, “I 
have found that independence of officers re^onsible for 
assessment from any control on the part of the electo- 
rate is absolutely essential”.^ It has already been stated 
that the independence of the assessor is an essential con- 
dition of efficient assessment not because of any circum- 
stances peailiar to India. It is so in the nature of 
things; and America is trying, by having larger assessment 
areas and assessor and tax-commissions independent of 
the local electorate, to undo the incalculable mischief 
which has been done by the system of local assessment 
by elected assessors. Tlie different States have achieved 
varying measures of success in the task of fiscal rehabi- 
htation; but the degree of their success has depended 
upon and been measured by the extent to which they 
have made the assessing agency independent of popular 
suffrage. One of the most important lessons which 
America has to teach the world is that the efficiency of 
assessment is incompatible with local control of the assessor. 
We have, therefore, to entrust the work of assessment 
to an agency which can discharge its duties with an 
assurance that it will not thereby offend its own masters. 

This agency must be an agency appointed and con- 

1 The Taxation Snquiiy Commithe, Vol. VIII, p. 148. 
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trolled by the Government if it is to be assumed that 
local agency will not answer the needs of the case. 
Apart from the unwholesome effect of the dependence 
of the assessor upon popular vote, there is another reason 
why it is desirable that the assessment of real estate should 
be centralised. The local bodies are, on account of their 
limited resources, not in a position to afford the cost of 
employing staff who can taring the necessary training 
ana experience to bear on the performance of their duties. 
That is true of almost all the local bodies with the ex- 
ception of a few very large ones. The work of assess- 
ment has, in most cases, to be done by a Committee of 
the Municipal Board because it is out of the question for 
it to employ trained assessors. It will be possible to 
combine both efficiency and independence if each pro- 
vince has its Valuation Department^ whose duty it should 
be to appraise the capital value of real estate in all urban 
and also, as will be suggested below, rural areas. This 
Department will probably be a section of the Revenue 
Department of the Province and will be able to carry out 
the work, of valuation for all local bodies in rotation. 
The difficulty of keeping the assessments up-to-date, 
which is experienced all over the world, can be got over 
by providing that property should be revalued periodi- 
c^y, say every five years. At present there is provision 


^The Departmental Committee on Local Taxation of 1914 
recommended the creation of the Land Valuation Office for central 
valuation for rating purpose on a uniform basis throughout England 
and Wales. They made this recommendation to strengthen the 
expert element in the -work of assessment and remove anomalies 
and inequalities which existed and still exist in the valuation of 
rateable properties (Vide Bjiport of the Departmental Committee 
on Loeal Taxation , para. 133.) This recommendation of theirs 
was not accepted, but under the Act of 19x5 has been constituted 
Central Valuation Committee which performs advisory functions 
and makes recommendations for the removal of anomalies in assess- 
ment. It is not unlikely that the Central Advisory Committee will, 
in due course, be able not only to point out the existing of anomalies 
but take steps to remove tketn. 
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in some of the Acts fof the tevaluation of property at 
specified intervals. The period varies from four to six 
years. But in some Provinces the compulsory re-assess- 
ment has not been provided for. If all Provinces insi st 
on re-assessment every five years and have a well-staffed 
Department for doing the work, the cost will not be un- 
duly heavy because it will be possible to realise the eco- 
nomies of large-scale operations, and it will be possible 
to draw up a scheduled programme according to which 
the revision of the valuations, of all the local bodies will 
take place periodically. 

Mr. Goode, while suggesting that the assessing agency 
should be a Government agency, implied that though 
it would have to be appointed and controlled by the 
Government, the cost of maintaining it would have to 
be apportioned among the local bodies. The question 
of payment from the local or the provincial funds is not 
a question of principle but of expediency. But it would 
simplify matters if we accept the view that the work of 
assessment is, owing to conditions inherent in the nature 
of the work, more appropriately a function of the Pro- 
vincial Government than of the local authorities. Our 
whole conception of local self-government should rest 
on the assumption that the connection between the 
Provincial Government and the local bodies is organic, 
and whatever functions one discharges for the other, 
are fiinctions of the organised life of the community 
as a whole. It is necessary to have the local accounts 
distinct from the provincial accountsj but that does not 
mean that the functions like the administtative supervi- 
sion of the local bodies, the audit of local accounts, and 
the assessment of property for the local bodies — ^functions, 
for which the provincial agency is more suitable — should 
be a charge on the local funds.^ Once, of course, the 

^ UntE 1912 the cost of the establishmeQl in the offices of the 
Cotqmissioners and the District Officers maintained for supervisory 
work over the local bodies was debited to the local accounts. The 
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allocation of functions and tesources has been made, 
the essentials of good account-keeping require that the 
charges should be debited to the authority by and for 
whom they are incurred; but the allocation of functions 
itself has to be made on the basis of convenience and 
efficiency, and it is simpler and more appropriate that 
each authority should pay for the functions for which it, 
in the interest of the entire economy of social life, has 
been made responsible. 

From the same point of view it ought to be clear 
that the fact that the work of assessment will be taken 
out of the hands of the local bodies will not impair their 
autonomy in matters which are really vital and which 
will give them all the scope that they would require for 
local initiative and enterprise. The fact that an expert 
agency for the valuation of local property will be pro- 
vided by the Provincial Government will not curtail the 
control of the local bodies over their revenue and ex- 
peniture and they will otherwise be free, within the 
provisions of the law, to initiate and develop any poli- 
cies they like. The assessment of property by an ex- 
pert agency will add to their resources by removing the 
cause cjf unequal and under-assessments, which are very 
common now, and relieve them of the odium of a task 
whi^i is as thankless as it is important. The creation 
of a Provincial Valuation Department is a measure of 
fin^cial reform which will help and not hinder the growth 
gr local self-government in India. 

The adoption of the capital value basis and the cen- 
tralisation of the valuation of property will increase the 
resources of the local bodies by introducing changes 
which will improve the administration of the real estates 
tax. But the change which is proposed now will increase 

Descentialtsation Coinaiissioa* pointed out that that was an 
tumccesawy complication and not a fait charge on the limited 
tesoutces of the local bodies. 

*Tbt ’Duenira.listtHon Comrnismn K#^srrVol. I, pata. 83}. 
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their resources by changing the incidence of the tax. 
This change, like the other two, is also simple but radical. 
It is suggested that the owners of property be taxed on 
a progressive and not a proportional basis. The princi- 
ple of progression is neither applied to die local rates 
in England^ nor to the general property tax, which is, 
for all practical purposes, a real estates tax, in America; 
and it is also practically unknown in other countries in 
the field of local taxation. But the reasons which account 
for and justify the use of graduation in the case of the 
income and inheritance taxes also hold good in that of 
the local taxes. Local taxes are levied not because pro- 
perty is benefited by the civic services and its capital or 
annual value is a measure of the benefit derived, but 
because these bases are a measure of the capacity to pay. 
The benefits of most of the local expenditure are as in- 
divisible as those of the expenditure incurred by the 
superior authorities. The benefits of the expenditure 
on lighting, roads, and general conservancy cannot be 
measured as between the individual tax-payers, as the 
benefits of the expenditure on national defence, poHce, 
and education cannot be measured as between the differ- 
ent localities and the individual tax-payer. The cri- 
terion of liability for taxation in both cases is ability 
to pay and not any quid pro quo. And as the ability 
to pay, as every one admits, increases progressively and 
not proportionately with the increase of resources, 
there is no reason why progressive taxation should 

^ Dr. Cannaii tos in favour of the assessment of pioaressive local 
rates. In the latest edition of his “History of Local Rates,” he 
wrote “Their (of people who live in houses of the higher values) 
incomes are larger in proportion to their house rent than those of 
the poorer classes, and they can therefore afford these amenities 
^good road?, etc.) and it would be economical and harmonise interests 
if they paid for them in a proportion higher than the difference of 
rent.” 

E. Cannan, History of Ijocal Kates in Englatid. Seventh Edition, 
p. 196. 
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not be levied by the local bodies. 

In India whcte the burden of taxation falls with 
such severity on the poorest classes, the presumption in 
favour of progressive taxation, whenever and wherever, 
it is practicable, is very strong indeed. The imposition 
of the sales tax for the benefit of the local bodies all over 
India will increase the burden of taxation on the poorest 
classes still further, and will afford another reason why, 
from the standpoint of equality of sacrifice, if for no other 
consideration, the property tax should be levied on the 
principle of progression in taxation, i.e., the rate of the 
tax should be mcreksed as the value of the property 
increases. In the beginning it will be necessary to 
proceed cautiously and make the scale of graduation not 
very steep. In theory evemhing is to be said for pro- 
gression. The adoption of the capital value basis will 
not in any way affect the issue because progressive taxa- 
tion is as legitimate in the case of a tax on capital, e.g,. 
the inheritance tax, as it is on that of a tax on income. 
In practice there will be need for preliminary caution; 
but the only practical difficulty which can be anticipated 
is the unwillingness of the rich to tax themselves. The 
pressure of events and the growing strength of the forces, 
that are already at work, wnl remove or at least decrease 
that difficulty in course of time. 

There are two more points with regard to the pro- 
perty taxes which have to be considered before we pass 
on to the discussion of the Land Cesses. The plural 
number has had to be used because though the same basis 
of assessment is used in all cases, ostensibly a number of 
taxes are levied by tbe Municipal Council and each tax 
is supposed to have a separate purpose of its own for which 
its proceeds are intended to be used. The general rate, 
for which the name House Tax has been used in these 
pages, is levied to meet the e^enditure, the benefits of 
which are general and unallocable. But the other rates, 
the Water, the Conservancy, the lighting and, in some 
towns, the Fire Rates — are levied with a view to meet the 
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expenditure on the services concerned; and in most of 
the Acts lliere is a provision that in fixing their rates the 
local authorities should aim at realising income enough 
and just enough to cover the expenditure on the services 
in question. The assumption, of course, is that these 
rates — the service rates — are prices for the benefits accruing 
from these services and have to be charged on the cost 
of service basis. That is, the local body should recover 
the cost from those for whose benefit tire service is pro- 
vided, and as the cost for each individual or building can- 
not be separately calculated, the annual value of the pro- 
perty is to be taken as a rough index of the benefit re- 
ceived and made the basis of assessment of the rates. 
On the same assumption the owners have to pay the 
general rate and the occupiers the service rate. That 
is so in most of the Municipalities, though in a few cases 
in which the rales are consolidated, some other basis of 
apportionment is adopted. In Calcutta, for example, 
a consolidated rate is imposed by the Corporation, and 
its burden has to be equally shared by the owners and the 
occupiers. 

The existing arrangement is unsatisfactory and has 
to be changed, and that for two reasons. In the first 
place though in theory the income from tiaese rates and 
the expenditure on tiie corresponding services are supposed 
to be equal to each other, in practice this equivticnce 
is not even roughly achieved. It can, of course, not 
be expected that the two sides of the account should 
square up with any degree of precision, but it appe^s 
that in actual practice even the pretence of balancing 
them is not kept up. The figures of income and expen- 
diture, so far as they are available from the published 
r^orts, ate given in the footnote^. The yield from the 
Water Rate is not given in the table, because the ques- 
tion of water-supply and water charges is a case by itself, 
and will be dealt with in the next chapter. But it is 
clear from these figures that the divergence between the 
theory and the practice of these rates is so wide as to make 
8 
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the foffiiet pfaclically worthless as the working basis of 
the ejdsting arrangements. 

But the more important reason why the theory of 
treating these municipal activities as beneficial services, 
for which specific payments ought to be made, has to be 
abandoned is that these services are municipal functions 
which ate of general importance in the widest sense of 


1 Municipal Incomfrota the Lifting and Conservancy Rates and 
Expenditure on Lighting and Conservancy in the different 
Provinces in 1929-30 and 1939-40 


INCOME 


EXPENDITURE 


Lighting Conservany Lifting Conservany 
Rs. (lacs) Rs. (lacs) Rs. (lacs) Rs. (lacs) 



29-30 

39-40 

29-30 

39-40 

29-30 

39-40 

29-30 39-40 

Bengal . 

• 3-46 

2.22 

18. 88 

18,90 

7.27 

8.13 

23.14 24.68 

Bombay. 

. 1.66 

. . 

7.98 

• • 

15.44 


33.83 24.68 

Madras . 

. 1. 01 

3.24 

. 

9.29 

.1.58 

4.63 

33.83 21.69 

U.P. . 

. 

• . 

1.24 

1.15 

26.06 

19.61 

13.16 29.40 

Punjab . 

• 

. . 

•14 

1.82 

10.91 

. 

18.00 17.43 

CP. . 

. 


;.88 

• • 

4.06 

1. 17 

12.54 

Assam . 

. *20 

•55 

1.90 

2.55 

• • 

• 

2.93 3.32 

Bihar & 

Odssa 

. . 

7.21 

7.65 

2.37 

2.78 

11.37 14.60 

Orissa 

• 

• . 

. • 

1.54 

« 

.56 

.. 1.89 

Sindh 

* « « 

•21 

* . 

•85 

- 

2.90 

.. 4,94 


It will be seen that most of the Provinces already treat lighting 
as a general service and even most of the expenditure on conser- 
vancy is charged to the general fevenues< ^ The amalgamation of 
,the_ service rates with the genaal rates will therefore, not be a 
tadical change and will have the advantage of simplif^ng 
accounts. 
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the word and any attempt to treat them as services to be 
charged for on the benefit basis is not only likely to prove 
futile in practice but is also wrong in principle, water 
supply is a service with regard to which the ‘benefit' 
theory has a certain amount of relevance. Private 
scavanging is also a service which, if it is undertaken by 
a public authority, ought to be charged for specifically. 
But conservancy, lighting, drainage, and fire-Kctinction 
are general services and ought to be a charge on the 
general revenues of the local bodies. The services should 
be rendered to all sections of the public, and adequate 
provision made for the purpose. But if unfortunately 
owing to the limited resources of the local bodies some 
ordet of precedence has to be laid down, it should be 
determined by the scale of needs and not that of pay- 
ments. If the soundness of this argument is conceded, 
the conclusion, of course, follows that the practice of 
differentiating between the general and the service rates 
should be given up and in its place the practice of levying 
a consolidated rate made universal. In cases like water- 
supply and private scavenging,^ there should be some well- 
dMuaed relation between the benefit received and the 
amount charged, but there the present illogical and con- 
fusing practice of calling them taxes and working out 
the average incidence of taxation on the assumption 
that they as taxes should be definitely abandoned. 

This change will increase the tax burden of the 
owners and give relief to tlie occupiers. If the view 
that the services referred to above are of vital impor- 
tance for the general good of the community and the 
incidence of local taxation can be equitably placed on 
the shoulder of the owners are correct, this change can 
be regarded as a step in the right direction. But in each 

1 In some Provinces special charge is levied for private scaveng- 
ing, hut is assessed according 'to the annual value of houses. This 
charge ought to be assessed on 'benefit’ basis and a separate account 
maintained of receipts and expenditure. 
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case the questions must be decided on its own merits, 
and it may be necessary to provide for the apportion- 
ment of the consolidated rate between the owners and 
the occupiers. The proportion of half and half adopted 
in Calcutta on the basis of apportionment of the tax 
burden is unduly favourable to the owners; bul it can be 
conceded that it is possible to make out a case against 
throwing the whole burden of the consolidated rate on 
the owners. The occupiers may, therefore, in some 
cases, be rightly required to bear a part of the burden. 
But it has to be remembered that it has to be the smaller 
part and the general assumption should be that any dis- 
crimination in favour of the owners is not justified by 
the droimstanccs of the case. 

The other point which has to be dealt with briefly 
before passing on to the discussion of the Land Cess 
problems is the need of makbg satisfactory arrangement 
for appeals against assessments. It has been shown that the 
existing arrangements are unsatisfactory. The considerations 
which su ggest the need of making the assessors independent 
both of me voters and the Municipal Councils are also 
relevant in this case. The Appellate Authority should be 
even more independent than the Valuation Department be^ 
cause its functions will necessarily be judicial and call for a 
high order of integrity and ability. It will be necessary 
to have a Provincial Appeal Tribunal^ which will be a 

1 The Departmental Committee on Local Taxation of England 
also recommended in 1914 that a special Appellate Tribimai should 
be constituted and heat appeals against the decisions of the Local 
Assessment Committee to whom the appeal was to be made, in the 
first instance, against the assessment of the Valuation Office. The 
Committee expected a single Tribunal of this kind would produce 
a body of decisions consistent with one another and Hkely to form a 
guide to appellants. In India if each Province is divided into conve- 
nient app^ areas and one or two members of the local bodies con- 
cerned ate, as suggested in the text, co-opted by it, it could be possible 
to get an Appellate Authority with the requisite amount of 
ability and independence. 
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circuit court and have plenty of work because it will 
have jurisdiction over the whole range of local taxa- 
tion. It will hold its sessions at convenient centres; 
and it may be desirable for it to co-opt one or two members 
of the local body concerned, as assessors to have the benefit 
of their local knowledge and experience. But the Tri- 
bunal ought to be completely free from any taint of local 
politics and carry out its duties with the detachment and 
dignity of a judicial authority. 

The Land Cesses^ are and have been the mainstay 
of local finance in the rural areas. There has not been 
any change in the principle or methods of their assess- 
ments ever since they were imposed, and though the 
limits, up to which their rates can be enhanced, have been 


1 Rsceipts from the hand Cesses and the Total Tax 'SLevenue of 
the Disttict and hocal Boards in 1929-jo 



hand Cetses 

Rs. (lacs) 

Total Tax Ksoenm 
Rs. (lacs) . , 

Percentage 


1929-30 

1939-40 

1929-30 

1939-40 

1929-30 1939-40 

Bengal . . 

79-97 

74-35 

89.37 

75.88 

89 

98 

Bombay 

51.90 

35-30 

65 .60 

37-13 

77 

95 

Madias 

93-97 

109.47 

141.24 

164.39 

63 

67 

U. P. 

73.82 

73-58 

91.12 

79.46 

81 

9 ^ 

Punjab 

59.50 

56.86 

66.34 

65 .64 

93 

87 

C. P. 

17.80 

22.82 

29-57 

28.22 

60 

80 

Assam 

11.60 

12.49 

13 .12 

13.27 

88 

94 

Bihar & 

72.69 

70.85 

79.18 

73-^7 

90 

97 

Orissa 

5-95 

« . 

6.03 


99 

Sindh 


14-39 

• . 

15,67 

. < 

93 

N. W. P. . . 

-- 

2. 15 


2.56 

-- 

84 

Total .. 

466.25 

478.38 

575-34 

601.7a 

81 

79 


The percentage of the total land-cess revenue (Rs. 
lacs) to the total tax revenue (Rs. 575.34 lacs) in 1929-30 was 81 
and in 1939-40 total land-cess (Rs. 478.38 lacs) to the total lax 
revenue (Rs. 601.72) was 79. In 1895-96 the total land-cess 
revenue was Rs.r70.83 lacs, in 1909-10, Rs. 215.86 lacs and in 
1920-21 Rs.342.30 lacs. 
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raised in some Provinces since 1919, additional taxation 
has been levied only in a very few cases. The basis of 
assessment is either annual value or land revenue. Tn 
Bengal, Bihar, and Orissa, the permanently settled dis- 
tricts of Madras the Land Cess is assessed on the annual 
value, and the annual value is taken to mean the rent 
paid by the tenant to the landlord. In the Punjab and 
the United Provinces the basis is also the annum value, 
but the annual value is defined as double the land revenue. 
In the temporarily settled districts of Madras, Bombay, 
the Central Provinces, and Assam, the Cess is levied on 
the land revenue. In the permanently settled districts 
of the United Provinces the Cess is levied at the rate 
of -.2.6. per acre of the cultivated area and in those of 
Assam it is assessed on the annual value which is assumed 
to be Rs .2 per acre. In the United Provinces besides 
the acreage rate, on the permanently settled lands a 
road cess of one anna in the rupee is levied on the land- 
revenue. 

In the temporarily settled Provinces the reassess- 
ment of the cesses takes place with the reassessment of 
the land revenue and as &e latter is, as a rule, fixed 
for thirty to forty years, the yield from the cesses 
increases very little during the settlement period and 
inelasticity, which is such a marked feature of the 
land-revenue system in India, also gives rigidity to the 
system of local taxation in the rural districts. In the 
permanendy settled areas special surveys are necessary 
to ascertain the rental value of the land, and as they are 
costly, the assessments have the tendency to become 
out-of-date. But rigidity is not the only disadvantage 
from which the system of local taxation suffers on account 
of its dose assodation with the land-revenue system. 
For the convenience of administration and the economy 
of cost which result from the fact that the Land Cesses 
are assessed, administered, and collected by the revenue 
officer of the Government, the local bodies have to put 
up with all the anomalies of the archaic system of Imd 
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taxation in India. It is not possible to set forth in detail 
here the contradictions and inconsistencies which are 
inherent in the land-revenue system and its working. 
It has been shown elsewhere*- that, in spite of the cadas- 
tral records and elaborate statistical investigation the 
system is lacking in precision and objectivity and that 
the subjective factors have a free play in its working. 
The result is injustice in taxation, because not only is the 
incidence of taxation heavy and regressive, but it cannot 
be ascertained with any degree or precision and varies 
not only from province to province, but also from district 
to district in the same province and in some cases even in 
the different parts of the same district. The Land Cesses, 
outside the provinces of Bengal, Bihar, and Orissa and the 
permanently settled districts are cither assessed on the land- 
revenue or the annual value is defined as double the land- 
revenue. That, of course, means all the inequities of the land- 
revenue system are also reflected in the Land Cesses and are 
accentuated because the same basis of assessment is adopted 
both for them and the land-revenue. In the permanently set- 
tled areas there is greater uniformity of incidence as the assess- 
ments are based on the rental valued, but the valuations ate, 
as remarked above, out of date and the incidence of the 
burden is, for reasons given below, particularly heavy 
on the cultivators. This tax is, theretore, inelastic and 
inequitable, and inflicts hardships on those who are not 
in a position to protect themselves. 

The Land Cesses have to be paid by the landlords 
or the superior proprietors who are responsible for 
the payment of me land-revenue. But in some Pro- 
vinces the landlords can recover a part of the amount 
due from them from the tenants. In the United Pro- 
vinces, for example, the landlords can, if the rate is 
raised above 5 p.c., recover three-fifths of the excess 
from the tenants. In the Central Provinces one-third 

^ Vide Gyanchand Some Aspects of Fiscal Fsconstmthn in India, 
Chapter Jll. 
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of the Cess levied in excess of one anna in the rupee is 
recoverable from the tenants, and in Bengal, Bihar, and 
Orissa and the permanently settled districts of Madras 
the cultivating tenant has to pay half the Cess, the other 
half being paid by the proprietor. There is evidence 
in support of the view that the tenants are not only paying 
the share which, under the law, is recoverable from them, 
but more. It is not possible to say to what extent they 
are thus mulcted, but in practice the legal proportion is 
ignored and the actual payment which the tenant has 
to make to the landlord is settled by bargaining.^ The 
tenant, it is needless to add, has, owing to the odds being 
against him, often to be content with terms which are 
not only unfavourable but the implications of which are 
not fully known to him. The tenant in India is no match 
for the landlord when they have to engage in a contest, 
the issue of which depends upon what is called the free 
play of economic forces. 

The rates of the Cess vary from Province to Pro- 
vince. The rate which is commonly levied is 6 { p.c. 
or one anna in the rupee, but the actual incidence of the 
rate varies with the oasis on which it is assessed. Six 

Goode, in his evidence before the Taxation Enquiry 
Committee, made the following statement with regard to the re- 
covery of the Land Cess from the tenants: — 

“The landlords and the tenants do not take any notice of the 
Cess Act and the amount which the landlord recovers from the 
tenant varies from nil to something greater than the actual cess.” 

g rbe Indian Taxaiion Bnquity ConmitUe Keport, Vol, V, p. 508). 

ut it IS more likely that more often the amount recovered by the 
landlord is nearly, or greater than, the actual cess, than it is less than 
half the total amount. Mr. Jack, in his “The Economic Life of a 
Bengal District,” says that, though it is intended that the landlord 
and the tenant should share half and half the burden of the Local 
Cess, “in actual practice, however, the landlords habitually collect 
the whole tax from the cultivator, not only the amount which he 
ought to pay, but also the amount which they ought to pay; and they 
very often collect mote than this amount and make a profit on the 
transaction.” (J, C. Jack. Tbs Eeottomie Ufi of a Btngal Disirifii, 
p. 130). 
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and one over four p.c. on the annual value in the 
Punjab, for example, is at least really 12^ p.c. and probably 
more on the land-revenue which is double the rate gene- 
rally levied in Bombay, Madras, the Central Provinces, 
and Assam. In the United Provinces the Land Cess 
is levied at 5 p.c. on the annual value which, as in the 
Punjab, is assumed to be double the land revenue. In 
Bihar, and Orissa and Bengal the rate levied is 6 \- p.c. 
but as it is assessed on the rental value, in the real inci- 
dence of the Cess, even though the rate is the same as in 
the Punjab, is much heavier in the provinces of Bengal, 
Bihar, and Orissa. But in view of the diversity in the 
incidence of the land-revenue itself, it is impossible to 
s^ what is the extent of the diversity in the incidence 
of the Cess even when the rates are the same. Both in 
Madras and Bombay, for example, the Cess is levied at 
6 ^ p.c. and the basis of assessment is the land-revenue, 
but that does not mean that the incidence of the Cess 
is the same in the two Provinces. That the incidence 
is different in these cases can be posited with positive 
certainty, but the extent of the difference is incal- 
culable owing to the impossibility of ascertaining the 
real incidence of the land-revenue. In view of these 
facts it is necessary to guard against being misled by 
rates which, though nominally the same, are essentially 
different and which, when different ftom each other, do 
not fully reveal the extent of their difference on account 
of the different rates at which their face value has to be 
discounted to get at their real value. 

The whole position is extremely confusing. But 
the fact which is its outstanding feature is the inelasti- 
city of what is the sheet-anchor of local finance in the 
rural areas. This inelasticity is partly due to the system 
of assessment, and administration of the Land Cess, and 
partly to the heavy incidence of taxation on the agricultural 
classes. The latter cause can only be removed by making 
radical changes in the whole system of land taxation 
in India with a view to reduce its incidence and introduce 
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into its opetation considctations which will take into 
account and make allowance for the differences in the 
taxable capacity of the revenue payers. This is a reform 
which cannot be introduced because of the fact that the 
land-revenue system, on account of its antiquity and 
dominant position in the whole rural economy, can- 
not be completely overhauled and modernized.^ It is 
illogical and inequitable, and there is no consistency 
in it, whether internal or with reference to its place in 
the entire fiscal system of the country. Changes in the 
systems of land revenue are inevitable but it is not un- 
hkely that the introduction of radical changes in them will 
take time owing to the antiquity of the tax and its 
importance^ in tiie system of provincial finance. The same 
consideration, however, does not apply to the Land Cesses. 
They, though they are assessed and administered by the 
land-revenue authorities and are otherwise intimately relat- 
ed to the land-revenue itself, are not an integral part of the 
system. As surtaxes their distinction of purpose and 
allocation lies on the surface; and though they have been 
levied for over seven decades, and some of them are older, 
they, compared to the land-revenue, are new taxes and 
the people know that there is nothing hoary or ancient 
about them. It is, therefore, possible to m^e changes 
in the system of assessment of the Land Cesses which may 
be too drastic for the Indian system of land-taxation as 
a whole. 

It is suggested that the assessment of the Land 
Cess should be completely separated jErom that of the 
land-revenue and placed on the capital value basis. This 
change wiU get rid of the contradictions and confusion 
of the existing system, provide a basis which wiU be 
simple, inteUigible, and easy to administer and make for 
order and symmetry in the working of the system of 
local taxation in India, The reasons urged in favour 

^ Po£ a fttllei: treatment of the subject see Gyanchand, Som 
A^ets oj Fiscal EjieonstmtiM in India. Chapter III, 
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of inttoducing a similai change in the assessment of the 
Pfopetty Taxes in the utban areas also hold good in this 
case, and to them are to be added two or three others 
which make the case for the introduction of this change 
in the rural areas even stronger. The divorce between 
the land cesses and the land-revenue system will emanci- 
pate them from those complicating factors which now 
make both so very anomalous and bewildering in their 
working and incidence. The adoption of the capital value 
base for the assessment of the local taxes wiU, of course, 
facilitate the introduction of the necessary degree of 
diflFerentiation in land taxation and probably pave the 
way for the introduction of more thorough-going changes 
in the land-revenue system itself. The fact that the 
land-revenue department has already at its disposal data, 
in the form of the cadastral records and land maps, will 
make it easier to administer the capital value tax in the 
rural than in the urban areas, tor which, of course, 
similar documents will have to be prepared. For aU 
these reasons it is, therefore, highly desirable that the 
local tax on land in rural areas should also be assessed 
on its capital value. Land has become a marketable 
commodity. Its selling value is a matter of fact and 
not of opinion. The rates of the Land Cesses will 
have a definite relation to economic facts and wiU not 
signify different things in different cases, and the existing 
uncertamty regarding the incidence of the tax wiU be 
removed because the adoption of this base wiU make 
for uniformity and reader it easier to apply and 
develop any policy which may commend itself to our 
judgment. 

The existing difficulties which arise on account of the 
Cess being shared between the landlords and the tenants 
will solve themselves if we adopt the capital value basis. 
The tax on the capital value of a negotiable, transferable 
right in the ownership or use of land, wiU be paid by those 
who possess that right. The landlords, The possessors 
of proprietary rights’, to use a queer phrase of the Taxa- 
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tion Enquiry Commiltce, the sub-proprietoi s of all grades, 
the statutory tenants, the fixed rem tenants, the fixed 
tenure tenants, the occupancy tenants and the non-occu- 
pancy tenants "who are not tenants-at-will — ^in short 
every one, who has interest in land which can be sold or 
mortgaged, will have the value of his right fixed by forces 
at work in the market and can and ought to be taxed. 
The particulars of their rights are now shown on the re- 
cord of rights which is maintained by the Revenue Depart- 
ment, and every transfer of right has to be intimated to 
it. With the help of the information which the Regis- 
tration Department can give, it will be easy to assess the 
capital value of these rights and locate their owners. We 
will, thereby, get not only a simple basis of assessment 
but simplify the administration of the tax and tax every- 
one who is living by land — ^whether as a rentier or as a 
tiller of the soil. 

Inelasticity of the Land Cess will, to the extent to 
which it is due to their being tied to the land-revenue 
system, be considerably reduced, if not removed altogether, 
when this knot is cut. By comparing ' the value of the 
property which comes on the market in a particular year, 
with that of the property which does not, it will be pos- 
sible to work out a unit of value which will have direct 
relation to the facts; and as it will be possible to revise 
assessments at shorter intervals, let us say again, every 
five years, the rise in value will be more faithfully re- 
flected in the rise of revenue. It will be possible to intro- 
duce progression in the scale of rates and tax the rich 
at higher rates. Our w'hole system of land taxation is 
impersonal and makes out taxation as a whole even more 
regressive than it would otherwise be. We cannot, as 
it is, make it progressive; but by levying a differential 
tax on the landlords and introducing graduation into 
local taxation, we can make it less regressive. Local 
taxation ought to be progressive; and if we levy the 
Land Cess on a graduated scales we will be introducing a 
measure of reform which will be in the interest of fi.scal 
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equity and inctease the income of the local bodies. Tlictc 
is no tooffl fot ptogiession in the present framewoik 
of the land revenue system. But the assessment of the 
Land Cesses on the capital value basis is definitely suggest- 
ed to change the framework of land taxation and intro- 
duce elements which will make it flexible and expansive. 

The administration of the tax will be in the hands of 
the Valuation Department. It would be economical to 
have the same agency for the assessment of the urban and 
rural local taxes. Even now the District Boards have 
nothing to do with the assessment, administration, and 
collection of the Land Cess. They only fix the rates and 
receive the income. Their position will, therefore, not be 
changed by the establishment of the Valuation Depart- 
ment. The assessment and collection of the Land Cess 
compares very favourably with the assessment and col- 
lection of the municipal taxes. The case would be the 
reverse if the District Boards did their own assessment and 
collection of the Cesses. The alternative course is, as a 
matter of fact, not open because the very fact that the Land 
Cesses are surtaxes on the land-revenue makes the centrali- 
zation of their administration inevitable. With the adop- 
tion of the capital value basis that condition will cease to 
exist, but even then it will be necessary for tlic Valuation 
Department to work in dose co-operation with the Reve- 
nue Dqiartment, and there will be a district advantage in 
making the former as a branch of the latter. The land-maps 
and the record of rights will be even more necessary for 
the assessment of capital value than they are for that of 
annual value. The Valuation Department will practically 
do exactly the same work as the Revenue Department 
is doing now with this dilference that they vi'ill have to 
calculate a unit of valuation and use it for ascertaining the 
capital value of land. The unit of valuation of the urban 
property will have to be worked out on a basis different 
from that of the agricultural land and the present revenue 
experience and training of the officers will have to be sup- 
plemented by learning the new technique. But a Valuarion 
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Depaftment for the whole Province for the assessment 
of the Property Tax in the rural and the urban areas ought 
to be able to do its work efBcienlly, and whatever increase 
in the cost of administration there may he, will certainly be 
worth while because it will pay for itself several times over. 

Personal local taxes are not equally important in every 
Proyince, but taken as a whole they are an important 
element in the local finance of the country and are capable 
oi being further developed. These taxes are either, in 
effect, the local income taxes ot the Passengers taxes. The 
table given in the footnote^ gives the yield from these 

1 Local Income Taxes Receipts in the Different Provinces in 1929-30 
and 1939-40 


Profession Tax Hat^at Tax Tax on Persons 
Rs. (lacs) Rs. (lacs) Rs. (lacs) 
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(District Boards) 

•>02 

. . '02 

i -33 

ft ft 

Assam 





(Municipalities) 

'02 

•05 

•51 

ft . 

Bihar (Municipalities) 
Orissa (Municipalities) 

•41 

• 

1.20 

.. *21 

1.77 

1.20 

•22 
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taxes in the different Provinces. In a sense it is anomalous 
that the local bodies in India should be permitted to levy a 
tax, the imposition of which is definitely forbidden to the 
Provincial Government, on the ground that its imposition 
by them would lead to multiple taxation and inter-pro- 
vincial conflicts of jurisdiction. But this anomaly has not 
so far led to serious complications because the incidence 
of these taxes is very light and the local bodies have not 
shown any tendency to rely unduly upon them for their 
revenue. But there is inherent in the present position 
a possibility of fiscal disharmony which has to be guarded 
against. The nature of these taxes has to be explained 
in order to appreciate their actual and potential position 
in our local tax-system. 

The Profession Tax or the Tax on Trades, Pro- 
fessions, Arts, and Callings, to give the name which 
is used for it in some Provinces, can be levied by the 
Municipalities in all Provinces and also by the District 
Boards in Madras. But the receipts derived from it 
are important only in Madras, the Central Provinces, 
and Bengal. The usual method of assessment is to 
divide the trades into a number of classes, assume that 
members of the same class have approximately the same 
average income and require them to take out licences 
for carrying on their trade or profession on the payment 
of a fee fixed with reference to the assumed average in- 
come of the class to which they have been assigned. 
The Calcutta Municipal Act of 1923, for example, divides 
the trades into seven classes. Licences have to be taken 
out not only by persons, but also by companies. The 
position of companies in the scale is determined by their 
paid-up capital, but that of the other business is gauged 
either by the rent which they pay for their place of business 
or some other general indices of their economic position. 
The tax is not only not progressive, but is not even pro- 
portional in its incidence. A company whose capital 
is Rs. 20 lacs or more pays Rs. 50a per annum, while one 
whose capital is Rs. i lac pays Rs. too p.a. A business. 
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the tent of whose place of business is Rs. 1,000 per mensem, 
pays Rs. 200 per annum, while one, the rent of whose 
place of business is-Rs. 30 per mensem, pays Rs. 25 per 
annum. The maximum fee in Calcutta is Rs. 500 per 
annum and the minimum Re. i. In Madras to give an- 
other instance, persons are assessed to the Profession Tax 
on a scale according to their income, if they ate holding any 
appointment on a fixed salary, or with reference to “the 
nature and reputed value of their business,” which, of 
course, means that they are classified on some sort of 
presumptive evidence of their economic position. The 
scale in Madras is very slightly graduated, the graduation 
varying from less than one-third of one per cent to ^ per 
cent in the case of the District Municipalities, and the 
District Boards, and from .7 p.c. to a little over one p.c. in 
that of the Madras Gty Corporation. There arc separate 
taxes in Madras on companies which are assessed accord- 
ing to their paid-up capital, and are also slightly graduated. 
But graduation cannot oe carried verj' far and the incidence 
of the tax on very large incomes is even lower than on the 
small incomes. 

The method of assessment 'has to be simple because 
the local bodies cannot administer a highly complicated 
income-tax. The tax is assessed by the chairman or the 
executive officer and the object of assessment is to reach 
income indirectly and by outward signs and criteria. The 
accounts of the assessors cannot be cdled for and examined, 
though in some cases, as in Madras, the assessors can, if 
they so choose, produce accounts in support of their 
claim for reniission in cases of over-assessment. Income 
from houses and lands are not included in the estimates 
of assessable income. In Madras, where the tax is of 
greater importance than in other Provinces and has been 
in force since 1865, “the unpopularity of the tax has”, 
according to Mr. Cotterel, "worn aw^ay in urban areast 
and no special difficulty is experienced in the levy and col- 

^ The IndifUt Ttfxa^on CommittH "Rjipert, Vol. Vn, p. 305. 
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lectioa of the lax. In Calcutta also, it may be assumed, 
the people are also accustomed to the levy of the tax and 
thcte ate no setious complaints against it; and though 
in othet Ptovinces the tax is, relatively speaking, unimpor- 
tant, there is no reason to suppose that there is anything 
in their circumstances to prevent their developing it more 
fully for local purposes. 

The Tax on Persons assessed according to circum- 
stances and Property and Haisyat Taxes arc practically 
identical. The Haisyat Tax is being levied by the District 
Board in the Punjab and some o? the Municipalities in 
the Central Provinces, and the Tax on Persons by the 
Municipalities in Bengal, the United Provinces, Assam, 
and Bihar and Orissa and by the District Boards in the 
United Provinces and the Central Provinces. The Chauki- 
dari Tax imposed by the Provincial Governments in Ben- 
gal, Bihar and Orissa and Assam for paying the village 
poHce, which is, in areas in which the Village Authorities 
have been constituted, being developed into a general 
tax and is called the Union Rate, is also a tax on Persons 
assessed in the same manner. The District Boards, in 
levying the Haisyat Tax or the Tax on Persons, aim at 
making the non-agticultural classes pay their fair share of 
taxation. In the Municipalities in which the Tax on Per- 
sons is levied, it is a substitute for the House Tax, and a 
less satisfactory one. The rural local bodies have, since 
1921, shown a tendency to develop this tax and it is 
not unlikely that left to themselves, they will make it a 
more important feature of their budgets. 

The word Haisyat is not easy to translate, but it 
signifies the economic status of a person with reference 
to his income, property, profession, and general standing 
in the social scale. It is an economic concept, but its 
full import cannot be expressed merely by stating the in- 
come of the person concerned. Income is an important 
element in the determination of the Haisyat of a person, 
but that is not the only factor which goes mto the reckon- 
ing, There are others which are less d^nite but not the 

9 
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less significant on that account. A tax on Haisyat is, thete- 
fote, a tax on what may be called the economic personality 
of an individual. A Tax on Persons assessed according 
to circumstances and property is also a tax on the relative 
economic position of persons. For the appraisal of the 
latter "the income of the tax-payer, their social position, 
the sizes of their family/*^ to quote from the Taxation 
Enquiry Committee Report, are all taken into account. 
The basis of assessment in both cases is more or less in- 
definite, and as the ordinary procedure of tax assessment 
requires a definite basis, it is essential for maldng a roughly 
equitable assessment of these presumptive local income 
taxes that the assessors and the assessees should Icnow one 
another fairly well, and their personal touch should be a 
guarantee of the authenticity of the assessment from the 
standpoint of both the assessor and the assessee. Under 
such conditions "it is,” in the words of the United Pro- 
vinces Municipal Taxation Co mmit tee, “extremely difficult 
to say what me income of an individual may be. But 
there is very little difficulty, in a small community, in 
determining how individuals relatively stand,”® and that 
is what is required for the allocation to each individual 
his share of the communal expenditure, which is the real 
meaning and purpose of all tax-assessment. 

The condition referred to above cannot, it need not be 
said, exist in towns or where these personal taxes are levied 
by ihe local authorities like the District and Taluqa Boards 
which have jurisdiction over large areas. In Bengal 
and the United Provinces experience has shown that 
the Tax on Persons cannot be efficiently or equitably 
assessed and its replacement by either the House and Pro- 
fessions Taxes, or one of them, has been seriously contem- 
plated. In Madras the assessment even of the Profes- 
sions Tax by the Taluqa Board had been fotmd exceedingly 
difficult, and the difficulty would, of course, be greater 

* Wl Taxatioft Enquiiy Committe$ Vol. I, p. 316. 

* Tbt Tlnitid Pru/lnm Municipal Taxation Commitfoe Bjsport, p. 35. 
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if the Tax 00. Petsons was to be substituted for the Profes- 
sions Tax. The Chaukidati Tax has been assessed and col- 
lected with a fair amount of ease in Bengal, Bihar and Orissa 
and Assam for a long time; and though the assessment 
was entirely made by official agency before 1921, its 
assessment by the Village Authorities, in the areas in which 
they have been constimted, has not, so far as is known, 
given rise to any dissatisfaction. A tax assessed on in- 
definite presumptions can be successfully administered 
only when the assessor can make up for the lack of definite 
data by using his instinctive judgment under circumstances 
which are their own safeguard against its abuse for ulterior 
or personal purposes. 

What should be the future of these taxes in our system 
of local taxation? They are, as already remarked, local 
income taxes, and if we are to have locd income taxes at 
aU, why should they not be assessed as surtaxes on the 
central income tax ? There is a provision in the Madras 
Acts for the levy of one p.c. surtax on the income tax 
as a substitute for the Professions Tax. The Govermnent 
of India have not, however, seen their way to permit any 
local body in Madras to substitute the surtax for the Pro- 
fessions Tax. The Local Authorities cannot now even 
make use of the information at the disposal of the Income 
Tax Department for the assessment of their taxes. This 
information is treated as confidential and cannot be made 
available for the assessment of the local taxes. If the 
Government of India have no objection to the Local 
Authorities taxing incomes by the levy of the licence duties 
or assessing it on presumptive bases, it does not seem 
reasonable that they should not let the information, 
collected by the Income Tax Department be used for the 
assessment of the local taxes. The assessment for local 
purposes could also be made by the Income Tax Officers 
themselves, and the necessity of making public the estimates 
of individual incomes thereby obviated. The local bodies 
generally fix their taxable minimum low, and it would, 
therefore, be necessary for the Income Tax Officers to 
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assess incomes for local purposes which are now exempt 
from the income tax. To give an example, the taxalale 
minimum in the Punjab for the Haisyat Tax is Rs. 400 
and in Madras for the Professions Tax Rs. 300. As the 
incomes below Rs. 1,500 are not assessable to the income- 
tax, it would be necessary for the Income Tax Officers to 
assess incomes between Rs. 300 and Rs. 1,500 for local 
purposes only which would, of course, involve additional 
cost. But this cost can, if necessary, be recovered from 
the Local Authorities. This difficulty is not fundamental 
and can be got over. 

Why should then the Local Authorities not be per- 
mitted to levy the surtax for local purposes ? In the first 
place, we have to take into account the fact that the Pro- 
vincial Governments themselves have interest in a share 
of the income receipts, and it is not possible to let the local 
bodies have access to information which is denied to the 
Provincial Governments. But there can be urged a 
stronger and more conclusive reason against the grant 
of this power to the local bodies. Local income taxes 
have broken down everywhere because it is not possible 
to localise incomes. Each local body ought to levy sur- 
tax only on local income, and it is impossible under the 
increasing integration of economic life to differentiate 
incomes whidi can be regarded as purely local in origin. 
The same considerations, of course, apply to the proposals 
for provincialising a part of the income-tax receipts, but 
in the case of the local bodies they present almost insuper- 
able difficulties and it is not possible to provide adequately 
against the complications which would arise if each local 
body is to have its own surtax on the income-tax. In 
the pre-war years, i.e., before 1914, Germany used to be 
cited as the country in which the local income-taxes 
were being successfully administered. But the local 
income-taxes are now a thing of the past even there and the 
German income-tax now is centrally assessed and adminis- 
tered. Centralisation of the income-tax has now, every- 
where, become a necessity, and the levy of local surtaxes 
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would give rise to almost insoluble problems of the allo- 
cation of receipts. 

The conclusion naturally leads to the question as to 
whether it would be right to let the local bodies levy the 
Professions Taxes if the levy of the surtax is to be for- 
bidden. There is inconsistency, which has been re- 
ferred to already, in permitting the levy of the one and 
forbidding that of the other. The inconsistency is there; 
and yet if the decision is to rest on empirical considerations, 
the levy of the Professions Taxes by the urban local bodies 
is not open to the same serious objection as the levy 
of the surtaxes. If no attempt is made to reach the in- 
come directly, the people are assessed by a system of classi- 
fication into grades, and the rates of the tax are kept low, 
the Professions Taxes can be permitted to remain as subsi- 
diary sources of local revenue^ without raising any very 
difficult issues. The rates of the tax can be progressive 
only within very narrow limits as the lowness of rates 
cannot allow any wide range of graduation. The estimates 
of incomes must be based on external signs or criteria. 
The Calcutta practice of taking wherever possible the rent 
as a rough index of the income, can with advantage 
be adopted by the other towns and the tax can be graduated 
on that basis. The tax will only be of a secondary im- 
portance in the system of local taxation, but there is no 
reason why it should not be developed in the Provinces 
in which it is practically non-existent. If Calcutta and 

t 

1 la 1939 the U. P. Govetnment proposed to levy what was in 
effect a Provincial income-tax under the name of ‘Employment Tax’ 
— a new tax included in the Provincial list under the Government 
of India Act, 193 j. 

The proposal was passed by the provincial legislature, but 
the bill was reserved for the consideration of the Governor- 
General. As the position was somewhat doubtful, an amending 
Act had to be passed by Parliament under which the Provinces were 
empowered to levy this tax subject to the maximum limit of Rs. yo. 
This has rectified the position for the imposition of fully-developed 
income-tax by the Provincial or Local Authorities would be highly 
undesirable. 
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Madias can deiive consideiaWe revenue from the Profes- 
sions Tax, there is no reason why Bombay should not do 
the same.i As the incidence of the consolidated Proper- 
ty Tax will mainly rest on the property-owners, the levy 
of the Professions Tax is the method by which the profes- 
sional and business classes can be made to pay their share 
of local taxation. This device of reaching them is ad- 
mittedly crude and aims only at a very rough-handed justice; 
but it has, all the same, merits which make it desirable 
that it should be more widely adopted and used as far as 
possible as a subsidiary source of local revenue. 

The Professions Taxes cannot be efficiently adminis- 
tered by the District Boards because of the prohibitive 
cost of assessment and collection if a special agency is 
to be used for the purpose. The same is also true of the 
Haisyat and the other Personal Tax. In the villages, how- 
ever, the conditions for the assessment of a roughly equi- 
table personal tax are more favourable and it is there mat 
this method of raising revenue can be more fully develop- 
ed. If the yield from the tax is used for the benefit of 
the villages themselves, and the amount to be derived 
from it in a particular year is fixed by the Village Authority, 
its apportionment among the individuals according to their 
relative economic position can be made by the Village 

iMr. Clayton, the Municipal Commissioner, Bombay, in his 
evidence before the Indian Taxation Enquiry Committee made the 
following observation on the proposal for the levy of the Professions 
Tax in Bombay: — 

“We examined the Madras system and the Calcutta system too, 
I think, and it appeared to us too nasty and inquisitorial for it to be 
carried out in a city of this magnitude.” 

Calcutta is as large as Bombay and, therefore, the sixe of Bombay 
cannot be urged as a reason against the imposition of the tax in that 
city, and as regards the Professions Tax being ‘nasty and inquisitorial,* 
aU tiiat one can say is that it is not considered so in the other two 
Presidency Towns and there is no reason why it should be so in Bom- 
bay. 

Th Indian Taxa/ion Bn^uy Commirtu 'Rjepott, Vol. VI, p. 381. 
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Authority on a basis which, given the necessary cor- 
porate sense, will be accepted as fair by the people of the 
village. This Personal Tax, which can conveniently be 
called the Village Rate, should not be a tax only on 
the non-agricultural classes. It should be a tax on all 
classes, though, of 'course, in assessing the relative eco- 
nomic position of the agricultural classes, due allowance 
wiU have to be made for the fact of their having to pay 
the land-revenue and the land-cess. The Village Rate 
will be a much better method of raising revenue for the 
common needs of the village than the House Tax which 
is being levied in the Mamras villa^s and for the levy 
of which there is provision in the Bombay Village Pan- 
chayat Act. In Bengal, Bihar and Orissa and Assam the 
Chaukidari Tax can be converted into the Village Rate by 
provincialising the charges of the village police and devel- 
ofiing it as one of the three principal sources which, as 
will be suggested in a later chapter, ought to be made 
available in these and all other Provinces for vitalizing 
village self-government and financing schemes of village 
reconstraction. The Village Rate will be an apportioned 
presumptive local income tax, but the fact that it will be 
apportioned and presumptive and local, not only in the 
incidence of its burden but also of its benefit, and assessed 
with reference to the ‘reputed’ capacity to pay of the asses- 
sees will ensure for it conditions under which its adminis- 
tration will be both efficient and harmonious. The argu- 
ment may be summed up by saying at present the local 
income-taxes occupy a position which is somewhat ano- 
malous, but can be placed on a basis which will be both 
workable and intelligible. There ought to be a local 
income-tax in aU urban and rural areas. In the urban areas 
the tax should be a classified Professions Tax and assessed 
with reference to some external indices of the capacity to 
pay. In the rural areas also assessment has to be rough 
and ready, but should be made with reference to some- 
what elusive but nevertheless real factors of a person’s 
relative economic standing which can be easily ascertained 
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if the tax is administetcd by a village committee, and its 
proceeds utilized for promoting the -well-being of the 
village. 

The Passengers Taxes are direct taxes, but have the 
advantage of being collected easily and without much cost, 
and what is more, without the knowledge of the tax-payer, 
or at least without the fact of j^yment being obtruded 
upon his notice. The Terminal Taxes levied by the Cal- 
cutta Development Trust and the Pilgrim Taxes levied in 
the different Provinces are all collected by the Rahway and 
Shipping Companies along with the fares. The Calcutta 
Terminal Tax and the Pilgrim Taxes are levied on the 
incoming passengers. The Passengers Taxes cannot be 
levied without the specific sanction of die Government 
of India, to obtain which it has to be demonstrated that 
the towns desiring to le-vy them are exceptionally circum- 
stanced and, therdfore, justified in taxing passenger traffic. 
The Phgrim Taxes are being levied in Bombay, die United 
Provinces, and the Central Provinces, but in 1929-30 in 
Bombay and the Central Provinces receipts from them are 
onlyRs. 1,000 and Rs. 5,000, and in 1939 Rs. 16,000 and 
5,000 respectively. In the United Provinces, owing to the 
^1-India importance of several places of pilgrimage, the 
tax is more important and in 1929-30 the receipts from it 
amounted to Rs. 3.3 lacs and in 1939-40 Rs. 2.2 lacs. 
It is easy to understand why the Pilgtim Taxes should be 
levied. The influx of, in some cases, hundreds of thousands 
of non-residents into a town on pilgrimage days brings 
■with it new problems of ci-vic administration and increases 
its cost, for defraying which the non-residents can rightly 
be taxed. But the levy of tax on passengers by Caltutta 
for making permanent improvements cannot be justified on 
similar grounds. The incoming and outgoing of passen- 
gers from these places is due to their geographical position, 
and is a normal feature of every port. In taxing the passen- 
ger® they are taking advantage of their being gateways of 
commerce to levy a toll on the country as a whole. The 
fiict that the taxes are not heavy and their payment is not 
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resented makes them tolerable, but does not change the fact 
that they are wrong in principle. The levy of such taxes 
has to be jealously guarded, and the fact that the Govern- 
ment of India have reserved to themselves the right of sanc- 
tioning thek imposition is a safeguard which ought to find 
a place in the financial settlement of the new constitution. 

Besides the Property Taxes, the Land Cesses, and the 
Taxes of Persons, there are a number of minor direct 
taxes which are being levied all over India, but ate not 
important. The Taxes on Transfer of Property^ levied 
by the Madras City Corporation and the Development 
Trust of Calcutta have an interest of their own owing to 
their being taxes on the capital value of property and can 
be developed in the other Provinces. Taxes lilce the Bazaar 
Tax in the Central Provinces are essentially sales taxes 
and are also, on that account, interesting. The Central 
Provinces Municipalities are levying another tax, i.e., 
the tax on registration of cattle (receipt in 
Rs, 54,000) traich is also a tax on sales of a particular 
commodity. The Taxes on Servants and Dogs, which are 
levied in a number of Provinces, can be regarded as luxury 
taxes, which are, however, not very productive. There 
are a number of other local taxes like the Lalce Frontage 
and Boat Taxes and the Mills Rent Tax in the United 
Provinces, and the Dhobi Tax, the cess pool tax, and the 
tax on Projections in Bombay, which are only of local 
intorest. The Entertainment Tax® levied by the local 

^Tlie Local Self-Government Comniittee, Bombay, 1939, recom- 
mend that “steps should be taken to add the percentage on stamp 
duty (charged on the transfer of property) for the benefit of local 
boefies within whose area the property transferred are situate.” 

Bjeporfs of the ILocal Self-Government Committee, Bombay, 1939, 
Para. 5 a. 

® In most Provinces receipts of the Entertainment Duty are being 
appropriated by the Provincial Governments for their own benefit. 
This IS obviously wrong, and the recommendation of the Bombay 
Local Self-Government Committee that whole of the revenue derived 
from this source should be transferred to the local bodies (Report 
ptara. 57) should apply to all Provinces. 
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body in Madras has interest from a wider standpoint. 
In Bengal and most otlier Provinces it is being levied by 
the Provincial Government. The experience has, how- 
ever, shown that as a revenue producer the tax has very 
limited possibilities. In a country like India it is right 
that in finance the local bodies should be given the liberty 
to make fiscal experiments and in some cases levy taxes 
which their peculiar circumstances or those of the area 
in which they are situated make desirable or practicable. 
The administration of these local taxes has, however, to 
be carefully watched for they are generally variants of the 
taxes on trade, property, and persons with regard to which, 
of course,' the central regulation of policy and practice 
is highly desirable and necessary. 

The local bodies in India are also charging fees, in 
some of which, however, there is an element or taxation, 
which is oot only important, but also malces it difficult to 
distinguish them from taxes proper. Of these the licence 
fees levied on carts, carriages, and animals by the Municipali- 
ties in all Provinces are the most important. The licences 
arc issued in order to regulate the use of these vehicles for 
pleasure and profit, but they are an important source of 
revenue. In the official reports they ate classed as taxes; 
and tliough they are partly licence fees and have also an 
element of price in them, owing to their being regarded 
as charges for the use of public roads, th^se are very simi- 
lar to the tolls and have an important element of taxation in 
them. Being confined to the vehicles used within the urban 
areas tliey do not interfere with trades as the Tolls do, and 
the maximum rates at which they can be levied are laid 
down in most of the Municipal Acts. The point which is 
of special interest with regard to them is mat their yield 
is much larger in Bombay and Madras than in the other 
Provinces, which, of course, shows that in the latter there 
is room for devdoping them further for fiscal purposes. 

The receipts from pounds, which are an important 
element in the finances of the rural local bodies, are like 
the fees on vehicles inasmuch as they are also derived 
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from charges levied for the purpose of regulation, their 
amounts are considerable in all Provinces and large in some^ 
and in some Provinces they are much larger than in the 
others. In Madras the management of pounds has all 
along been in the hands of me Provincial Government 
and the local bodies in that Province are not deriving any 
revenue from them. The income from pounds in the 
Central Provinces is almost as large as that in Bengal, the 
Punjab, Bihar and Orissa and Assam put together, a fact 
which dearly points to the need of developing their revenue 
possibilities in the latter Provinces. 

The income from pounds is derived from the 
administration of the Cattle Trespass Acts. It is 
income from an inddent of rural economy which 
involves the discharge of a public function and 
gives to the authority charged with its adminis- 
tration power to take punitive measures and thereby in- 
crease its income. The fact that the impounded cattle 
have to be taken care of and the |)Ounds provided also 
increases its e^enditute; but the mcome derived from 
pounds is in excess of the cost of maintaining them and the 
net reedpts are neither profits nor tax-revenue. It is not 
easy to say what they arc. They are fines, but their fiscal 
intent is an important reason for levying them as their 
deterrent effect. The fact, which is important, from the 

1 Receipts from pounds in the different Provinces in 1929-30 and 1939-40 


1929-30 1939-40 

Rs. (lacs) Rs. (lacs) 


Bengal 





3.00 

.70 

Bonabay . . 





5.04 

a. 55 

United Provinces 





7.92 

6.21 

Punjab . . ^ 





1. 81 

I- 3 S 

Central Ptovinces 





9*34 

10.90 

Assam 





I.J2 

1 .80 

Bihar and Orissa 





2.98 

1.34 

Orissa 






.10 

Sindh 






1.23 

N. W. P. 




, , 

• . 

.01 
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pi'actical standpoint, is that the administration of pounds 
is tax in most Provinces, and larger receipts from them 
can be anticipated and ought to be realised. 

Besides Licence fees charged on vehicles and income 
realised from the maintenance of pounds, the Municipalities 
and District Boards charge miscellaneous fees, the primary 
purpose of which is regulation, but which are, in a few 
cases, a source of considerable income. The distinction 
between fees and taxes is supposed to lie in the fact that 
in the case of fees special benefit to the individual is taken 
as the basis on which they are levied, while, in the 
case of tax assessments, of course, special benefit is of 
no consequence whatsoever. Special benefit may mean 
benefit derived from specific services or particular privi- 
lege. The pawnshop licence fees arc a payment for the privi- 
lege of carrying of this business; but in this and similar 
omer cases it is not easy to distinguish between payment 
for special benefits and taxation for general purposes. 
The scale of fees is determined by practical considera- 
tions; but the public authority is and ought to be guided 
as much by its revenue reqmrements as by the vmue of 
special privileges in fixing the charges. An improve- 
ment in the efficiency of the general administration of 
the local bodies wiU enable them to increase the receipts 
from fees as from the other sources of revenue. At 
present, in spite of a few exceptions, their fiscal impor- 
tance is practically negligible. 

The taxation of railways, mines, and forests for local 
purposes has everywhere given rise to some difficult 
problems of principle and assessment. In each case 
there are conditions inherent in the very nature of the 
undertaking which reader the task of the local assessor 
very difficult. In the case of the railways the difficulty 
arises as it is almost impossible to determine the annual 
or Capital value of Railway property on a local basis. 
Railway properly is not let, and is not intended to be 
let. As thelettmg value of this kind of properly is not 
known, its annual value cannot be estimated in the ordinary 
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way. But what is still more vital is that every railway 
is a concern which has, for the purposes of valuation, 
to be taken as a unit. Its property at a particular place 
has value because it is a part of the whole undertaking, 
and “if it is not”, to quote from Acworth,^ useful as 
a railway it is “useful for nothing else”. The compara- 
tive standard cannot be used, on that account, for the 
purpose of assessment, and local assessment is out of 
the question. The adoption of the capital value basis 
of assessment does not improve matters because we 
are again, in the words of the Ontario Railway Taxation 
Commission, “confronted with the fact that there is no 
market for railroads, even as entities, much less in sections 
Again the assessment of railways on a local basis cannot 
be undertaken, and the criterion, with reference to which 
capital value is generally appraised for taxation pur- 
poses, is lacking. The result is that in the assessment 
of railways there a great deal of confusion in the field 
both of theory and practice. 

In England the assessment of the Railways has been 
centralised by the Railways (Valuation of i^ting) Act, 
^30, and a central authority constimted for tiie purpose. 
Tne central authority assesses the stations upon the con- 
tractors* estimates, viz., their capital value, and their 
annual value is assumed to be a certain percentage of the 
estimated capital value. The annual value of the rest 
of railway property is estimated with reference to the 
average net receipts, and apportioned by the central 
authority among the different local bodies according to 
the mileage of running lines in each rating area — a basis 
which is arbitrary but has to be accepted because the 
allocation of receipts, whidx accrue from the working 
of a railway system as a whole, cannot be made on any 
more rational basis. 

In the United States of America, where the capital 

^ Elements of Economies, p. iz. 

^'Riportof the Ontario Commission on Raitw^ Tmeation, 190 j, p. ij. 
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value basis is in fotcc, the assessment of railways, has 
also been attended with gteat diflEculties. One conclu- 
sion which has been forced upon most of the assessing 
authorities is that the valuation of railways must be made 
on the unitary basis, i.e, they must be assessed as a whole. 
In America there is still, as there was in England until 
1930, the local assessment of railways in some places, 
but there is a growing tendency to entrust it to a central 
authority; and generally now the work is undertaken by 
the State Tax Commissions. For ascertaining the value 
of railroads “the most weight is given to the earning 
capacity of the corporation, in other words value of the 
property is determined primarily by capitalizing the 
corporations’ net earnings”^. But this is not the only 
basis on which assessments are made. In some cases 
the value of stocks and bonds is made the basis of assess- 
ment. This method of valuation involves the fewest 
assumptions and being based on objective facts, it has 
certain advantages of its own. The other method of 
valuation, which is adopted in some States, is that value 
of the property is assumed to be cost minus depreciation, 
cost bein^ assumed to be either the original cost or the 
reproduction cost. The valuation made on one of 
these bases has to be apportioned among the local bodies, 
and the bases on which that is done vary from State 
to State. The problem of valuation has been found to 
be very complicated, and though some of its compli- 
cations are due to political causes, most of them are due 
to the very nature of the concern and requite very skilled 
handling. 

In India the present position is somewhat differ- 
ent. No attempt is made to assess the value of a rail- 
way as a whole. The Municipalities only tax the lands 
and buildings of the railways, and though it is not known 
what methods they adopt in assessing their value, from 

^ lifiport of Speeietl Cemmittto on '&.$trti)ehmsnt and Taxation^ Nm 
York State, 1922, p. iiz. 
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what the Taxation Committee has said^ about the methods 
used by the Bombay Corpotation, it seems that the con- 
tractors’ estimate is a memod which is likely to be found 
most convenient in actual practice. The exemption of 
the operative property of railways from assessment 
simplifies the problem of assessment, but if the railways 
are held to be fully liable to local taxation, this exemption 
involves the assumption that the benefit is the sole basis 
of assessment in their case. 

There is, however, lack of uniformity in the taxa- 
tion of railways in the different Provinces and by the 
different local bodies. In the Provinces in which the 
Municipalities levy Octroi or the Terminal Tax, the rail- 
ways do not pay the most important local tax because 
their stores are not liable to the payment of these duties. 
In the rural areas the railways do not pay any local taxes. 
They are completely exempt from the payment of the 
Land Cesses, and me exemption applies not only to 
their stations and permanent way, but also to the mines 
owned by them. They are not liable to the Chaukidari 
Tax® or the Union Rate as it is now called, in Bengal, 
Bihar and Orissa and Assam unless and until this liabmty 
is declared by a notification of the Government of India. 
The Village Self-Govemment Acts do not contain any 
^ecific provision regarding the taxation or exemption 
from taxation of railways; but it can be assumed that they 
are not paying any local taxes outside the urban area. 

That me present position is not satisfactory will be- 
come clear if it is examined a little carefully. The lia- 
bility of the railways to all local taxes has been r^eat- 
edly admitted by the Government of India.® “There 
is no reason”, they affirmed in their Notification of 

^ The Teaeation Enquiiy Con/mittee ^port, Vol. I, para. 

460, 

®Vide Section 135 of the Indian Railways Act i8go and Para. 
146, Bengal Union Board Manual. 

*Vide Notification 270 dated 12-6-1890 and Notification 9997 
dated 29-11-1907. 
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1907 on this subject, “why they (tailways) should not 
pay fo£ specific setvices actually tendered, not why fiiey 
should not, like other holdets of property within Ae 
areas administered by the various local audiorities, bear 
their share of the general taxation imposed for pumoses 
by which they directly or indirectly benefit”. If this 
view is accepted as correct, there is no reason why 
they should not pay rural local taxes. The Taxation 
Enquiry Committee has justified the exemption of rail- 
ways from the Land Cess on the ground that since the 
Cess is imposed chiefly for the purpose of the mainten- 
ance of roads and one of the main purposes of the rail- 
ways is to relieve the roads of tralfic and so decrease 
the cost of their maintenance, it is illomcal to subject 
them to cesses for the maintenance of roads The 
Cesses were originally levied for the maintenance of 
roads; but in the last two decades the District Boards 
have, by drawing upon the budget allotment for roads 
whenever they wanted to reduce expenditure or find 
money for other purposes, been trying to make it clear 
that now the roads are not to be regarded as having any 
priority of claim over their funds. But even if that 
were not so, and the main purpose of the levy of the 
cesses is assumed to be the maintenance of roads, they 
are benefited by their construction mote than by other 
activity of the local bodies if they are, as they generally 
have been in the past, feeder roads. Once it is accepted 
that the railways should bear their share of general taxa- 
tion, there is absolutely no reason why they should not 
be as much liable to the rural as to the urban local taxes. 

It, however, can be disputed whether the taxation 
of railways for local purposes is right in itself. In Eng- 
land, as already stated, they have been relieved from three- 
fourths of the burden of local rates, and Dr. Cannon 
was of opinion that they should be relieved altoge&er 
as they do not add to me cost of local adrninistration. 


Taxgiioif ’Butqtiky Cmmlttis Rjspert, Vol. I, p. 333. 
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The Government of India, in their Notification of 
1907, held that the railways should pay local taxes, be- 
cause they all, like all property holders, were ben^ted 
by local services. The Government and Port Trust 
property is also assessed to local taxes on the assumption 
that it is benefited by local expenditure. But it is obvious 
that the Government, the Port Trust, and the Railways 
are not benefited in the same way and to the same extent 
as the private persons. When the local bodies were 
concerned with the simple functions like lighting, road 
construction and maintenance and general conservancy 
of the local areas, the benefit theory had a semblance of 
validity. These are the functions which the local 
bodies undertake to perform collectively, but they would 
have had to be performed individually if the local bod- 
ies were non-existent. Even in this reasoning there 
is an element of unreality; but if the whole conception 
of civic function is widened and the local bodies make 
themselves responsible for education, health, and general 
well-being of their citizens, and their whole horizon is 
determined by the need of promoting the welfare of the 
people in the widest sense of the term, the argument 
that these corporate persons are liable to the local taxes 
like all other property holders loses much of its force. 
Lighting, conservancy, and road-making are important 
public functions, and in India, where anything like the 
adequate provision for these elementary needs is still 
a hope of the future, they are sure to have an important 
place in all local budgets. But the point which needs 
to be stressed is that local expenditure, Hke all public 
^enditute, is beneficient from the standpoint of the 
general good and in the apportionment of locd tax- 
burden, the incidence of the benefit on the individual 
is a matter of secondary importance. If the capital or 
annual value is to be taken as a basis of assessment, it 
is because it is a measure, not of the benefits received, 
but of the ability to pay; in other words, the local taxes 
are levied on persons and not on property and the tax 
10 
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liability is, or ought to be, determined on that assump- 
tion. 

But the Government, the Port Trusts, and the Rail- 
ways are legal or corporate persons and the canons of 
taxation, which are valid in the case of the individuals, 
are not valid in their case. In countries where the rail- 
ways are privately owned, they ought to be taxed under 
some form of corporation tax and the receipt from rail- 
way taxation should be appropriated by the central 
government. The attempts to allocate these receipts 
among the local bodies on crude basis, like the runmng 
mileage, or the number of train miles in each local 
area, are based on fictions which are not only untrue 
but obsolete. In India, however, the railways are mostly 
owned by the State, and ought to be regarded as Govern- 
ment property for the purpose of taxation. In the 
financid arrangements of the future, taxing of one 

E ublic authority by another ought to be unnecessa:^, 
ecause the finances of the Central and Provincial 
Governments can now be readjusted on the assumption 
that all payments by the superior to the subordinate 
public authorities should take the form of assignments 
from common funds and not through taxation of the 
one by the other. The railways, therefore, should be 
relieved of local taxes not because they do not add to the 
cost of local administration or derive no benefit from 
local expenditure, but because the elements of both cost 
and benefit are irrelevant to the assessment of local, as 
of all taxation, and the ordinary measures of ability to 
pay are utterly unsuitable for regulating the mutual re- 
lations of the different public authorities. 

This suggestion is not made with a view to cut the 
knot to save the trouble of untying it, but because it 
is based on a realistic view of the facts of the case. 
Local taxation of railways has everywhere been a source 
of so much confusion because the taxing authorities 
refuse to face the vital fact that the railway operations 
transcend the boundaries tff local furisdictions, and the 
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railways are a concern, which have to be taken as integ- 
ral entities, both for the assessment of tax liability and the 
allocation of receipts. In India the railways ought to 
contribute to public exchequer by earning profits and 
not through taxation. This solution is simple but 
also effective and in accord with the facts of economic 
life. 

The exemption of local taxation should not, however, 
apply to the railway colonies which the railways estab- 
lish for the benefit of their employees. The houses 
ate railway property, but are either let to the employees 
or are occupied by them on terms which have a money 
value. In taxing these houses, the local body will really 
be taxing the occupiers who ate not entitled to any 
exemption on the score of their being employees of the 
railways. They should, of course, be exempted from 
charges for specific services if they — ^the railways — 
make their own arrangements for them. But the only 
services which can be regwded as specific are water- 
supply and private scavenging. In his evidence brfore 
the Taxation Enquiry Committee, Mr. Sim claimed 
exemption from the payment of special Education Cess 
of 25 p.c. levied in Madras on the ground that the edu- 
cation cess was not a general tax.^ This sort of argu- 
ment carries its own refutation in its face; but there are 
subtler ways of reasoning by which an escape from 
fiscal obligations can be sought. All these avenues can 
be easily closed if the local authorities levy a consoli- 
dated rate for all services except the two referred to above 
and assess all, including the railway employees, to them 
on a uniform basis. 

The taxation of mines gives rise to difficult problems 
of assessment because it is not easy to distinguish 
between their annual and capital value. The annua! 
output of mines contains element both of income and 
capital; and as the progressive exhaustion of a mine 


Tbt Taxation Comffiittts Koport, Vol. VH, p, J5>z, 
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proceeds further and further, tlie fact of its annual receipts 
'Containing an ever-increasing element of capital becomes 
-all the more obvious. The income from mines is in the 
nature of terminable annuities. This is, as is well known, 
•a method of equaled payments adopted by the State by 
•which the creditors ‘or investors receive payment of 
Their interest and repayment of a part of their capital 
■every year. In the case of the terminable annuities it 
is easy to distinguish between the two parts of the receipts 
as the rate of interest and the total capital are both known. 
But the capital value of a mine can only be estimated 
by engineering guesswork, and there is a speculative 
element in all estimates which makes it very difficult 
10 differentiate between the elements of capita and in- 
-come in the annual receipts of the mines. 

In India the mines are being taxed on their oumut 
and thdt estimated annual value. In Bengal and Bihar 
and Orissa they are liable to the Land Cesses on their 
•annual value which is defined as the income from royal- 
ties m the case of the owner and as jprofit in that of the 
^'operating companies. The mines have to pay special 
■icesses for local purposes, and in certain cases they are 
charged for hedth expenditure and water-supply on 
.their raisings or despatches. In the Central Provinces 
•Also a cess is being charged on the quantity of coal 
.exported. In Bombay the cess at the rate of one anna 
in the rupee has to be paid on the rent and royalty pay- 
•able on mining leases. In Assam a cess is levied on the 
.•surface rent only, and in the Punjab, the United Provinces, 
•and Madras the mines do not pay any special local taxes. 

It is necessary to have fuller information on the 
:sub|ect to comment upon the theory and practice of 
local taxation of mines in India; but it is clear that the 
'Complexity of the problem is not appreciated and attempt 
is being made to adjust the methods suitable for the 
assessment of real estate to the taxation of mines for 
purposes. In England also the mines are still 
being assessed on the parochial basis, and their rental 
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value is estimated with tefercnce to the pfofits dedved 
from them. In America the position is equally un- 
satisfactory, and in a number of cases local assessors 
are left to their own devices in the matter; but the taxa- 
tion of mines on the basis of output is becoming increa- 
singly common and several states have undertaken the 
engineering appraisal of the mines for taxation purposes. 

The teclinique of taxmg the mines has, owing to- 
their peculiar conditions, to be dilferent from that o£ 
taxing the ordinary property. It is possible to intro- 
duce not only the principle of progression but also that 
of differentiation in the taxes levied upon them. They 
have to bear their share of the burden of local taxation 
in the local areas in which they are situated because they 
dominate their entire hfe. But as the conditions of 
mining areas are different from those of the other areas, 
and present their very special problems, it is desirable 
that they should be constituted into separate districts 
for the purpose of local self-government and allowed 
to work out their own solution of the difficulties. The 
assessment of mining property to taxes must, however, 
be undertaken by me Central Valuation Department, 
and for the purpose it should develop special technique 
based on the study of local conditions and the special 
circumstances of the industry. The application of the 
concept of the rental value to mines of all sorts is an 
attempt to fit the facts to theories instead of fitting theo- 
ries to the facts. The facts of mining industry call for 
the application of new theories based on an objective 
study of the facts. In India it is impossible, on the basas? 
of the available information, to formulate any theories 
which will meet the needs of the case; but it will be a great" 
gain if we recognise the fact that the taxation of mines 
has some special ;^roblems of its own which cannot be 
tackled on the basis of out accepted working hypotheses. 

The taxation of forests in India is no problem because 
almost all the forests belong to the State — ^i.e., the Pro- 
vincial Government— forests being a provincial subject.. 
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The Forest Revenue is already an important element 
in the budgets of some of the Provinces and can be more 
fully developed in almost cve^ Province. On the assump- 
tion that the different political authorities will not tax 
one another, the problem of local taxation of forests 
does not possess, and will not assume, any practical 
interest. But there are few wooded estates which 
are privately owned, and in their case it will be necessary 
to adopt some principles of general application for the 
purpose of local taxation. “Ime problem in their case, 
£'s that of the mines, centres round the difficulty of defin- 
ing the capital or annual value of forests with any degree 
f'fprecision. Timber on lands takes thirty to forty years 
to come to maturity and during the period that it is 
growing, it is not easy to apply to it a tax policy which will 
readily commend itself as sound from the standpoints 
of equity and economy. A tax on growing forests, 
which yield no income for 30 or 40 years, is likely 
to bear very heavily upon the owners; and a tax on the 
yield when timber is cut can neither be assessed as a pure 
income-tax nor as a tax on its capital value, The value 
of timber is both income and capital, and the two ele- 
ments are inextricably intermixed. The problem, in 
India, as remarked above, will not become urgent or 
serious, but it will arise in a few cases and 
have to be dealt with by methods specially suited to the 
facts of the case. Nothing is known about the methods 
of local taxation of forests in use now. Probably the 
lands under private forests are being assessed in the same 
way as the agricultural land. That means the annual 
value of the land alone is being taxed and there is no 
local tax on private timber — mature or immature. This 
is one of the minor problems which the Valuation De- 
partment will have to deal with and solve. 

There are two sources of local revenue which are 
c€ gre« potmtial importance, but which are practically 
not being used at all now. They are special assessment 
and the unearned increment value tax. Special assess- 
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ments are not taxes, in the ordinary sense of the word. 
They are not even fees. They are public levies which 
are a class by themselves. They are imposed to defray 
the cost of specific local improvements, and have, 
owing to their having been levied in the United States 
of America, come to be regarded as a characteristically 
American development. But their underlying principle 
is simple and capable of universal application. In 
India, owing to the urgent need for funds and the im- 
perative necessity of initiating a programme of all-round 
development, it is essential that the principle should 
become an integral part of the local devdopment finance. 
The principle is that when an improvement initiated by 
a local authority in the public interest increases the value 
of property in a particular district, the cost of the 
improvement should be recovered from the property 
owner according to the measure of their benefit. 

In the United States of America the amount which 
the property owners have to contribute is generally 
determined either by the cost of the inmrovement or 
the value of the benefits whichever is less. That is, 
if the cost is in excess of the value of the benefits, the 
assessees have to pay in proportion to the increment in 
the value of their property and the uncovered cost has 
to be met out of the public funds; and if the increment 
in the value of the property exceeds, as it often does, 
the cost of the improvement, the cost is assessed on the 
owners on the benefit basis, but they are allowed to 
appropriate the surplus value. In some of the Improve- 
ment Trust Acts there is a provision for levying con- 
tributions on the owners in respect of the increment in 
the value of their property due to public improve- 
ments. But in all of them the power or the local bodies 
are specifically limited to assessing them in aggregate 
to a part and not the whole of the increment. The 
principle of special assessment is that the cost of a local 
improvement should be charged to the property owners 
when it confers special benefits upon them, out all bene- 
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fits incidental to that local improvement should, so far 
as they are reflected in money values, enrich not private 
individuals, but the public authorities. 

Though there is a provision in the Acts referred 
to above for the levy of special assessments, this source 
of revenue has practically not been developed at all in 
India. In the United States of America special assess- 
ments are levied for all sorts of local improvements, 
from street-widening to the construction of the public 
utihty services. Any service that confers a distinct 
local benefit is financed partly or in the whole by special 
assessments. In India the expenditure by local bodies 
has been beneficial for the local property owners, but 
the importance of charging them for the improvements 
has not received any recognition. The Improvement 
and Development Trusts have spent vast sums of money 
on carrying out schemes of sanitary and other improve- 
ments. The Municipalities themselves — large and small 
— ^have incurred expenditure on street pavmg, grading, 
and widening, on sewers and drainage works, on parfe 
and boulevards and on other functions of the same 
kind. In the case of the small Municipalities what 
they have been able to do for town improvement has 
been limited by their resources; but just for that reason 
this method of financing locd improvement should 
have commended itself to the attention of the local 
authorities and the Government. But in India our 
horizon in all matters relating to public finance has been 
very limited; and in the matter of special assessment 
not only the local authorities but also the Provincial 
Government, who have always made a comment on the 
unwillingness of the local bodies to develop their 
resources a stock complaint in their annual reviews of 
working of the local bodies, have not appreciated the place 
and importance of special assessments m local finance. 

Evoy Local Self-Government Act should, it is 
suggested make it obligatory for every local body to 
mSce use of special assessments for local development. 



LECTURE IV 


153 


The Land Valuation Depattment will have to draw upon 
the accumulated knowledge and experience of other 
countries to develop the technique of special assess- 
ments in India. It may be necessary to adopt some 
methods which are not being used elsewhere; but, on 
the whole, the methods in use in other countries will be 
found to work well in India as well. Since special assess- 
ment has to be based on benefits, the cardinal point in 
assessment will, of course, be determination of the index 
of benefit. Frontage, superficial area, and proximity 
are the factors to which the greatest weight will have to 
be attached in fixing the index; but in each case local 
conditions will have to be carefully examined before 
coming to conclusion regarding the criterion or criteria 
of benefit valuation. Special assessment will, it is ob- 
vious, be of special importance in the urban areas; but 
there is no reason why their use should be confined to 
them. In the rural areas also, especially in the villages, 
it will be possible to make a Iknited use of special assess- 
ments for the execution of schemes of local improve- 
ments. Valuation for special assessments will, in most 
cases, be beyond the capacity of the local assessor; but 
the arguments of this chapter have been developed upon 
the assumption that valuation will become the function 
of a department which will be at the disposal of the local 
bodies but not under their control. 

The other tax, which has great unrealized possi- 
bilities, is 'the Unearned Increment Value Duty or, to 
use the shorter name which has become current, the 
Land Value Duty. '' Besides the increments in the value 
of property whidi take place owing to the specific local 
improvements, the ben^ts of which can be allocated, 
tiiere are increments which are due to the general devel- 
opment of the local areas and sodal progress of the 
community as a whole. It is now generally admitted 
that one need not be a single-taxer, or believe in the 
efficacy of land value taxation as the panacea of all eco- 
nomic and social ills to advocate the levy of a duty on the 
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unearned increment value of land for local or general 
purposes. Privilege is now accepted as a legitimate 
ground for the imposition of differential taxation, and the 
ownership of land carries with it the privilege of becom- 
ing speaal beneficiary of the general progress of llie 
community and ought to be the basis of special tax lia- 
bility. The value of both urban and rural land is increased 
by me working of the social factors; but in the case of 
the urban land the local factors are mote important than 
the general factors in increasing its value, and land values, 
therefore, afford specially promising and suitable basis 
for local taxation. It is not necessary to discuss here 
the question of the administration of the Land Value 
Duty, That will have to be seriously considered, but 
if we can educate the people to the necessity of levying 
this tax, its administration will not give rise to any inso- 
luble problems. This tax has, since it was introduced 
for the first time in Germany in 1904, become a common 
feature of the local finance of a number of countries and 
is being successfully administered by them. The adop- 
tion of the capital value as the basis of assessment for the 
general tax and its administration by the Central Valua- 
tion Department will make it easier for the Municipali- 
ties to levy and administer the Land Value Duties, It 
is a source of revenue which has, as remarked above, 
great possibilities which ought to be realised. 

Now that the present position, the principal features, 
the merits and shortcoming of all the important local 
taxes have been explained and discussed and sugges- 
tions made for changii^ the whole system of local taxa- 
tion, it is necessary to deal briefly with the system of 
local taxation as a whole and state how the proposed 
changes will affect the finances and mutual relations of 
the Cerent local authorities. The one problem of local 
finance in India, the importance of which overshadows 
that of every other, is the problem of increasing the resour- 
ces of the local fao^es. This can be done by placing them 
in a position to develop their existing sources of revenue 
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o£ their substitutes and introduce some new ones. The 
same object can, of course, also be achieved by relieving 
them of a part of their expenditure by transferring some 
of their functions to the Provincial Government. It 
will be necessary to use both methods of easing the situa- 
tion; but here we are concerned only with the first one. 

The main features of the system as it will emerge 
if and when the proposed changes are carried out may be 
outlined. The first and the most important change that 
will be introduced, will be the abolition of Octroi and 
Terminal Tax in the Provinces in which they arc 
levied at present and the imposition of the sales tax, 
not only in those Provinces but also in all the other 
Provinces. The Sales Tax will be administered and 
collected by the Provincial Government, but its receipts 
will be distributed among the local bodies and used to 
meet the local expenditure. It is unnecessary to say 
again why these changes are proposed. Their result 
will be that the octroi system, whose grave abuses have 
continued unchecked in spite of the repeated efforts 
of the Government of India and the Provincial Govern- 
ments to keep it well under control, will be abolished 
and Terminal Tax, which threatens fo shift the burden 
of taxation from the urban to the rural classes stOl further, 
and create a situation which will give us a network of 
local transit duties, will no longer cast its onimous sha- 
dow on the future. The Sales Tax, whidi will take their 
place, will be more productiye and much better regulated. 
Its levy will, it has to be admitted, not improve the system 
of local taxation from the standpoint of its incidence 
as between the different classes, but it will be more equi- 
table inasmuch as it will redress the balance in favour 
of rural classes. 

The changes in the djrect local taxes will not be as 
radical, but not less far-reaching on that account. The 
Property Tax and the Land Cesses will continue to be 
levied. But the basis of assessment of both will be 
changed from the annual value to the capital value, and 
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the Standard of assessment will be raised by entrusting 
it to the Valuation Department completely independent 
of the local electorate and staffed by men who will be 
expected to attain and maintain the civil service standard 
of efficiency and integrity. This will be a great gain 
from the standpoint of productivity and equity. The 
yield from die taxes will increase because the under- 
assessment of the Property Tax in the urban areas will 
be put an end to, and there will be no inclination to dis- 
criminate in favour of particular classes. The Property 
Tax wiU be levied at a consolidated rate for all general 
services and every Municipality wiU have to levy and 
develop it. This change wiU be made because the 
assumption that there is a fundamental difference between 
the people of the various Provinces in their attitude towards 
direct focal taxation, is only a cloak for unwillingness 
to make an unpleasant but necessary change and not 
in accordance with the facts. The consohdated Pro- 
perty Tax and the Land Cesses^, which wUl not be sur- 
taxes on the land-revenue but become taxes on the capital 
value of the land, wUl be levied at progressive rates and the 
introduction of compulsion in the imposition of the 
Property Tax by the Municipalities and of graduation 
in mat of the Property and Land Taxes wiU make them 
more productive and the whole system of taxation more 
equitable. 

India wiU have its direct local income-taxes. But 
in the towns they wiU occupy a secondary place in the 
system of locd taxation and be levied in me form of 
low licence duties which may be sUghtly progressive 
but wUl not be an important dement in determining the 
income from, or equity of, the system as a whole. The 

In most Provinces there are prescribed masinanm limits for the 
levy of their taxes. In view of thewdl-known hesitation of our 
locm bodies to tax themselves what is necessary is that minimum 
limit shoidd be laid down in the Act and all the maxknnm^ limits 
removed. The revision of rates should, however, be subject to 
the prior sanction of the Provincial Government. 
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taxes, like the Haisyat-Tax and the Tax on Persons assessed 
according to the Circumstances and Property, which are 
assessed on what the United Provinces Municipal Taxation 
called “the general air of prosperity”, will not be levied by 
the Municipalities or the Local Boards because the two con- 
ditions — ^i.e., personal knowledge and a small and compact 
area of assessment — which are absolutely essential for 
fair assessment can only be provided in the villages. 
There the tax can and ought to be imposed and become 
an important source of revenue. 

There will be other sources of revenue which collec- 
tively will be of considerable importance. The Tolls 
are a source of revenue which the modern methods of 
transport are making more and more anachronistic and 
ought to be abolished; but they ate of s|)ecial importance 
only in Madras and there their future will be determined 
by the exigencies of the local circumstances. In the 
other Provinces any tendency to develop them further 
ought to be rigorously repressed and their eventual 
abolition aimed at. The Passengers Taxes ought to be 
levied very sparingly and only by the local bodies whose 
administration is subjected to extraordinary strain owing 
to the influx of the temporary visitors on special occa- 
sions. The tendency of ports, like Calcutta to tax the 
incoming or outgoing passengers for local purposes, 
win have to be regarded as inequitable owing to their 
incidence on the non-residents and discountenanced on 
that account. Each Province will have some taxes which 
will be purely local, and the local bodies will be permitted 
to experiment with the introduction of taxes which may 
be smtable under the local conditions and 'do not have 
unfavourable repercussions on the economic life of 
the country as a whole. The licence fees, like the duties 
on carts and carriages, receipts from the administration 
of the Cattle Trespass Acts which whl be levied in exer- 
cise of the regulatory functions of the local authorities, 
will have a place of their own in the economy of the 
local bodies, and it will in the future, as it is now, not be 
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easy to distinguish them from pure taxes. The income 
derived from them will not be merely incidental for they 
will continue to be administered as important sources 
of local revenue. 

There will be two new sources of revenue which 
the local bodies will have at their disposal. These two 
sources will be innovations, the introduction of which 
will be justified, of course, by the need for revenue, but 
also because the considerations of fiscal equity make 
such a course highly desirable. Special assessments 
and the Land Value Duty are fiscal expedients which 
have already been tried and not found wanting in other 
countries and can be levied in India without any mis- 
givings. 

The receipts from the sales tax will have to be dis- 
tributed among the local bodies. On account of the 
widely diflEused incidence of the tax, the only basis on 
which this can be done is the population or the per capita 
basis. The introduction of the sales tax can, as a matter 
of fact, be made the first step in the inauguration of this 
scheme of tax reform. The tax can be introduced in 
all Provinces without making any other change. The 
wholesale merchant, who may have to pay both the 
Sales Tax and Octroi or the Terminal Tax can be granted 
rebates in respect of the latter, and when the administra- 
tive success of the tax has been established beyond ques- 
tion, the Municipalities which are levying Octroi or the 
Terminal Tax can be required to abolish them and gua- 
ranteed for a period of say, five years, compensatory 
assignments from the sales tax receipts. They should 
utilize the period for levying and developing the Pro- 
perty Tax. The balance of the sales tax receipts over 
and above the amounts assigned to the Municipalities 
wiHi, of course, be distributed among the other locd 
bodies according to the population of the areas in their 
jurisdictions, and when the transitional period is over 
all local bodiqs, urban and rural, will be placed on the 
same footing and receive there assignments on per 
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capita basis. The receipts from the Property Tax may not 
for some time make up for the loss of the Octroi or the 
Terminal Tax revenue, but they, together with the assign- 
ments from the Sales Tax receipts, will give them reve- 
nues larger than they have at their disposal now, and as 
the yield from the Sales Tax will most likely be much 
larger than the revenue derived by the local bodies from 
the indirect local taxes, very few Municipalities will 
really take five years to make the necessary readjust- 
ments. These are, however, matters of detail which 
will have to be car^lly considered before these changes 
are made. In the Provinces in which the Octroi and the 
Terminal Tax are not being levied, the imposition of the 
Sales Tax will not necessitate any readjustments. Its 
receipts will be a net addition to the revenues of the 
local bodies and distributed among them on the popu- 
lation basis. 

There are two objections to these proposals which 
can easily be anticipated. One is that they aim at a 
degree or uniformity in local taxation all over the country 
which will be undesirable in a country like India, and the 
other that the changes amount almost to a fiscal revo- 
lution in local taxation and cannot be easily made. The 
answer to these objections is the same. India is on the 
eve of great changes in her whole national life and has 
to cover the traci of centuries in years. These pro- 
posals do involve radical changes, but they are not too 
radical for a country which has to start on what is really 
a new adventure in its history. They are nothing com- 
pared with the other changes which are inevitable and 
which will make it necessary for the people to think in 
terms of the new facts and not of the old formulas. Not 
only India but every country is face to face with the 
economic facts which are the same everywhere and 
which will determine the course of the world history. 
Tax systems are, and must be, organic parts of the eco- 
nomic system, and their harmomous working depends 
upon the two being in unison with each other. Uni- 
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formity in the field of local taxation will, therefore, 
reflect the common basic facts and the common needs 
of our national life and will be vitalizing and not deaden- 
ing factors. There will be room for experimentation in 
local taxation and each local body will, if it can, turn the 
local conditions to its own advantage; but the frame- 
work of the system will be the same all over the country 
and it will, it may be repeated, work well only if the vital 
facts of our national life receive their due consideration 
on all hands. 
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LOCAL REVENUE— BUSINESS ENTERPRISES 

The local bodies in India do not depend upon busi- 
ness enterprises for their revenue to any considerable 
extent. Should they ? The answer to this question 
does not involve the necessity of our raising wide social 
issues. Not only in India but in every other country 
of the world, the “gas and water” socialism is not a live 
issue from the standpoint of a radical reconstruction 
of the whole social system. The vested interests in 
some countries ate makine use of the old and well-worn 
phrases to resist attadcs on their particular pre- 
serves: but now the whole centre of ^avity of economic 
life has been shifted so far that very few people can take 
conscientious objections to the munidpahsation of some 
services on the ground that it would amount to munici- 
pal sodalism. m India where the State owns the rail- 
ways, the canals, and the forests and sdU ofi&daRy adheres 
to the view that all land has always been and is now public 

S erty, there cannot be any objection to the local bodies 
rtairing some business enterprises on grounds of 
policy. The Government has not, in the past, discounte- 
nanced enterprise on the part of the local bodies in this 
sphere, though they have generally taken a sceptical 
view of thdr ability to manage undertakings like elec- 
tridty and ttamway. The Government has, as a matter 
of fact, been urging upon the local bodies the necessity 
of exploring all avenues of increasing thdr non-tax 
revenue, though in practice they have generally drawn 
a line beyond which they have not permitted them to go 
owing to, as stated above, thdr having adopted the view 
that me local bodies are not in a position to command 

n 
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the necessary resources and abilitjr. The question, 
therefore, as to -whether the local bodies should or should 
not undertake and develop such enterprises has to be 
settled by considerations of expediency and not of high 
social principles; and that, not because these principles 
are -wrong, out because their application now has to be 
made on such a broad basis that it is hardly necessary to 
discuss thdr bearing upon the minor issue like the one 
with which we are concerned here. 

The present position of the local bodies with regard 
to these enterprises can be easily explained because they 
have not, so far, embarked upon any ambitious programme 
of what is generally called municipal trading. But be- 
fore this is done, it is necessary to make clear the dis- 
tinction between two objects wiih which the local bodies 
can start and manage business enterprises. One of 
them is the provision of an essential service on the cost 
of service basis. The view is, as a matter of fact, held by 
some that this should be the only object with which a locd 
body should undertake any ente^yrise which requites 
a large investment of capital and for which prices have 
to be charged. * Bernard Shaw in his well-known Fabian 
Tract “Commonsense of Municipal Trading” -written 
in 1904, when the proposals for the introduction of munici- 
pal trading had all the appearance of being a revolutionary 
measure, laid do-wn the principle based upon that -view. 
“The object of municipal trading”, he said, “is not the relief 
of rates; if it were, it might be manipulated so as to throw 
the entire burden of locd taxation on certain classes of con- 
sumers. Its object is to pro-vide service at costprice.i’i^ The 
local bodies were, according to him, to undertake these ser- 
vices, but rule out the object of making profits. “The 
absence of profits,” he wrote on the next page, “is, in feet, a 
proof of the proper conduct of the enterprise.” Trading 
without profits sounds like a contradiction in terms, but has 
the merits of being paradoxical and, therefore, striking; 

1 G, B. Shaw, Cmmmms of Mmiieipal Trttding, p. 86. 
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and, any way, its meaning is quite dear. The case for 
the local bodies entering this field with a view to render 
an essential service efficiently and charge for it only the 
cost price is very strong in the case of some undertakings. 
But ^at necessarily means that they are not to be regarded 
as remunerative enterprises in the ordinary sense of the 
word and cannot be a source of revenue. 

The sodal benefits of providing services which contri- 
bute to the efficiency and well-being of the community 
arc real revenue and enable the local bodies to raise the 
standard of dvic life, which is the object of tlieir exis- 
tence; but the fact that they do not make any money out 
of these enterprises places them on a different footing 
from those which yidd net reedpts, and there is no valid 
reason why the local bodies shoiild not undertake the 
latter. The enterprises which can be owned and run 
by the local bodies are generally of special importance 
from the sodal standpoint. Gas, clectridty, street 
railways, and trams are of vital importance to the well- 
being of the towns, and that and the monopolistic charac- 
ter, which is inherent in them, constitute the reason why 
they should be sodalised. But that is no reason why 
profits should be ruled out altogether. The taxes should 
not be reduced or at least there should not be a general 
reduction of local taxation because profits are being made. 
Profits are, however, not illegitimate in themselves and 
the local auditor need not, as Bernard Shaw in the tract 
referred to above, suggests that he should, regard a busi- 
ness undertaking as unsound because it is not only a 
public utility but also a profit-earning concern?-. The 

1 lo this respect different countries have adopted different polf- 
des. The position in Great Britain, Germany, and U. S. A is 
indicated in the following quotation ftom the ’En^ehpiea -of 
Soeial Services — ^ 

“In the deration of municipal undertakings, particularly in 
Et^land and Germany, where they assume considerable importance 
difeent- policies are followed by Governmental authorities with 
reference to their earnings. In l^gland it is the general policy to 
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distinction between the two kinds of business entet- 
pfises is impottant. Both are alike inasmuch as their 
social purpose is of primary importance, but the enter- 
prises which yield and are expected to yield revenue are 
important from the standpoint of the local treasury 
while the others are not. The latter may be called 
business enterprises but they have to be dealt with in a 
cliapter on ‘Local Revenues’ because that is the most 
convenient arrangement. They are not revenue pro- 
ducers. 

The most important business enterprise^ of the 
local bodies in Inma belongs to the second category. 
Water-supply in towns, in which water-works have been 
constructed, is a municipal undertaking, and in aU Pro- 
vinces they are meant to be self-supporting and no more 
than self-supporting. There is a provision^ in the Munici- 
pal Acts that the charges for water-supply should not, 
in aggregate, exceed the cost of constructing and main- 
taining the water-works in a good working order. The 
published accounts of water-works, for reasons given 
in the succeeding paragraphs, are, in most cases, some- 

operate these vmdettakings on the minimvun charges consistent with 
efficient service and the maintenance of adequate reserves. Any 
profit from them, which may be transferred to the support of the 
^neral municipd budget^ is regarded as an indirect tax. In 
Germany, however, municipal undertakings are generally operated 
with the idea of making a profit which may be used to the support of 
regular municipal ser^ces and thereby reduce somewhat the direct 
tax burden of the localities. So far no definite policy seems to have 
been developed with reference to the earnings of municipal under- 
takings in the cities of the United States, but except in a few cities 
they have not as yet assumed much importance. Eneyeloptdia of 
Social Service^ Vol. XI p. loi, 

^ 1 The imposition of waten-rate in the U. P. is, for exampl^ sub- 
ject to restriction “that the tax is imposed solely with the object of 
de&ayiag the expenses connected with the construction, maintenance, 
tstension or improvement of municipal water-works and that aii 
money received thereftom shall be expended Solely on the aforesaid 
ohjects.** Tbt V. P, Magicipal Act, Section 1x9 (]>\ Similar pro- 
visions ate fbuad in other Municipal Acts. 
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what confusing, and there is reason to believe that in 
actual practice the principles of good account-keeping 
are being neglected; hut there is no doubt that the inten- 
tion is to render this service at cost; and it cannot, there- 
fore, be operated to add to the revenues of the local 
bodies. 

In order to know whether a business enterprise 
undertaken by a local body is or is not paying its own 
way, it is necessary that in its account keeping certain 
definite principles should be observed. There should 
be a cleat distinction betweai the capital account and the 
revenue account. The distinction between the two is 
not always very easy, and there are marginal cases in 
which the items of receipt and expenditure can be classi- 
fied under both heads; but there ate accepted principles 
of classification which the accountants l^ow and use 
in actual practice. They ought to be used to maintain 
the accounts of capital receipts and expenditure distinct 
from those of revehue receipts and expenditure. If 
this is to be done in the case of water-works, it is necessary 
that the amount of the money spent on the acquisition, 
construction, and extension of the water-works plant 
should, irrespective of the source from which it is drawn, 
be separately shown. This amount should be treated 
as capital at charge, and interest on it charged to revenue 
in order to have -a correct record of the expenditure pn 
running the enteiqirise. For the same reason it is 
necessary that the amount of the d^reciation of the 
plant should be estimated as correctly as possible, debited 
to the revenue account and set apart in a special fund for 
the replacement of buildings and machinery when they 
get worn out. The repayment of the money borrowed 
can either be made from the general revenues of the local 
body or its water-work receipts; but if it is made from 
the former, it should not, at least for account’s purpose, 
testilt in the water-works bdng relieved of a part or 
whole of their liability on account of interest. Some 
would go farther and maintain that all business enter- 
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prises — including the water-works — ^publicly owned and 
operated — should pay taxes as if they were private enter- 
prises. For accurate account-keeping it would perhaps 
be desirable to charge the water-works with the amount 
which the Municipality would have received from taxa- 
tion of the property in the hands of the water-works 
authorities if they had been privately owned; but it is 
a refinement of accounting practice which need not be 
insisted upon if the question of comparing the results 
of public enterprise with those of private enterprise is, 
as in the case of the water-works in India, not of prac- 
tical importance. 

In India, with a few exceptions^ these principles of 
account keeping are not being observed in actual prac- 
tice in the case of the water-works; and it is, therefore, 
not possible to say how far the enterprise is being managed 
on a self-supporting basis. The capital expenditure 
on water-works has been met either out of loan funds or 
from the grants given by the Provincial Government. 
Every year a certain amount of expenditure is being 
incurred on improvements and extensions, but this ex- 
penditure is being charged to revenue, and does not 
mvolve any interest hable for the water-works. Loans 
raised in the market or borrowed from the Government 
have to be repaid and interest paid on them eve:^ 
year; but the interest and amortisation charges are, in 
most cases, met from the general .revenues and the total 
expenditure on water-supply, therefore, is not the ex- 
penditure which ought to be charged to it. The posi- 
tion is made worse by the feet mat the depreciation 

J-In the case of the Bombay City Water- Wotks, theictetest on 
loans is charged to revenue and a ceitain proportion of the cost 
of general supervision and assessment and collection is also delated 
to the same account. In 1959-40 Bs. jz.So lacs were provided for 
debt service and there is sdso a Separate Fund for rep^ement of 
worn-out mains and there is a Plant and Machinery Depredation 
Fund. In the latter Fund the total amount outstanohig in 1959-40 
was Ks, 19.59 lacs and in the former Rs. 40 thousand. 
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funds aie not maintained and the importance of charging 
to the water-works account the amount of depreciation 
calculated on a scientific basis is not appreciated. The 
amount charged to revenue every year on account of capital 
outlay is, in most cases, large and it can perhaps be assumed 
that it includes the expenditure on renewals and replacement 
as well on improvement and extensions; but as the two 
items of revenue and capital expenditure are mixed up 
together, it is not possible to say that the provision for 
depreciation is adequate and the plant is being run as a self- 
supporting undertaking. 

The figures of water-supply revenue and expenditure 
given in the foot-note^ show the present position. In 
the case of Calcutta there are no separate water-works 
receipts as the charge for water is included in the con- 
solidated rate, but m all other cases the water-works 
revenue exceeds the current expenditure on water-works. 
Capital expenditure, as expired above, is pardy expendi- 
ture on renewals and partly on additions and improve- 
ments; but if we take the total e^enditure, both so- 
called capital and revenue, we find that in Bombay 
Presidency and U.P. and Assam the receipts are in excess 
of the expenditure, while in the remaining cases the 
position is the reverse; though in the case of Madras 
City, the C.P., and Orissa, the difierence between the 
two is not considerable. But as the debt charges are 
not included in the recurrittg exp^ditute, the capital 
accounts are not properly maintained, and there is no 
proper provision for replacement and renewals, it is 
impossime to draw any conclusions from these figures as to 
how far the income and eiqjenditure sides arebdng equated. 

There are two methods of charging for me supply 
of water. One is the levy of a flat rate for domestic 
consumption and the other the sale of water on the meter 
system, the charge depending upon the quantity of 
consunmtion. For metered consumption the charge 
generally varies according to the use to which water is 

iTableonP. 168. 
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put, diflFerent rates being fixed for different uses. In 
India generally water-rate is assessed on the annual value 
of houses and levied at a flat rate for domestic consump- 
tion. This method is convenient; but under it, it is 
difficult to prevent the waste of water which is so 
common in India. The meter system would provide 
an automatic check on the waste if it could be adopted, 
but the objection to it is its cost. Domestic consump- 
tion is also generally charged for at a flat rate in America, 
and England, and the other European countries owing 
to the initial and recurring cost or installing meters. In 
Bombay City, Madras, the U.P., and the Punjab receipts 
from the sale of water are a considerable proportion of 
their water-supply revenue. The meter system has its 
obvious advantages and should be extended; but the 
decision in each case has to depend upon the local 
circumstances. 

Pure water-supply is of such vital importance for 
the health of the community that the view that it should 
be regarded as a general service and not a business enter- 
prise can be supported by convincing arguments. But 
the objection tmt the large investment of capital and 
the cost of the maintenance of the works make it impos- 
sible to make this service a charge on the general reve- 
nues is also valid, but it can be maintained only if the 
service is charged for at cost price. In Calcutta where 
water-rate is a part of the consolidated rate, water-supply 
is a general service for all practical purposes. In the 
Provinces in which water-rate is assessed on the annual 
value of houses, there is a rdation between the payment 
made and the benefit derived; but owing to bad account- 
keeping, it is not certain whether the cost of service is 
being recovered from the consumers of water. The 
same is true in the Provinces in which the charge is partly 
levied on the volume of consumption; but in their case 
the benefit theory has greater importance. But whether 
water-supply is to be paid for by die tax-payer or 
fhe consumers or whether its cost is to be shared 
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between the two, it is of impottance that the cost 
of service should be accurately Icnown. Even if water- 
supply is to be subsidised from the local funds, it is 
necessary that the proper accounts should be kept because 
it is important to know what the amount of the subsidy 
is when it is in the public interest that it should be given. 
The theory that it should be paid for by the consumers 
at cost price, which is now supposed to be in operation, 
is the policy, whidi is likely to commend itself for rea- 
sons of economy and equity as the most expedient 
course. But the first requisite of sound finance is that 
the position should be made clear and intelligible by a 
change in the system of the water-works accounts. 

There is a provision in the Local Acts according to 
which the local bodies can provide public markets or 
prohibit the use of the unlicensed private markets. 
The purpose of this provision is to empower the local 
body to exercise the necessary regulatory control over 
the markets. They have similar powers with regard 
to the slaughter houses. But these powers can and are 
being used by the local bodies to supplement their reve- 
nues. The figures of income derived by the local bo(fies 
in the different Provinces are given in the footnote^. 
There are two facts which are striking about them. One 
is that the rural local authorities are not, except in Madras, 
deriving any revenue from this source, and the other that 
though the Municipalities have markets of their own in all 
Provinces, the revenue which they derive from them 
varies very widely. In Madras, Bombay, the U. P., the 
C. P., and Assam also the Municipalities have developed 
their markets but the mathet receipts in Bihar and Orissa 
are very poor and in Bengal and me Punjab they are, al- 
most negligible. 

There is no doubt that the Provision of markets 
and slaughter-houses is a function which can easily b« 
administered as an important source of revenue, and it 


iToble 0)1 P, jyt. 
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is highly desicable that the local bodies should develop 
them vrith a view to increase their resources. But it 
would be a mistake to regard the net receipts from the 
markets and slaughter-houses as pure profits from busi- 
ness undertakings. The local bodies have to invest 
capital in building public markets and incur expenditure 
on their maintenance, and therefore, a part of their receipts 
are both rent and profits; but when £ul markets are cither 
owned by the local bodies or have to be licensed by them, 
they virtually become a local monopoly which can be used 
to levy indirect taxation. Ihis is true of all public mono- 
polies, local and national, as it is exceedingly difficult 
to m^e a clear-cut distinction between the pure profits 
of a public enterprise and taxation, for it is easy to so 
fix the rates as to combine the price and tax elements 
in the same schedules. “Charging what the traffic will 
bear” is itself a principle of rate making which introduces 
elements in the rates charged by the pubHc monopolies 
which ate not included in me ordinary competitive prices. 
But when the public monopolies are administered with 
a view to derive large revalues from th^, it is not at 
all easy to say whether the net revenue of such imder- 
takings is or is not taxation. It can be assumed that 
taxation is an element in that revenue, and in some 
cases it can be a very important element indeed. The 
market receipts in Burma, for example, are, from this 
point of view, partly, and it can even be maintained, 
mainly tax revenue. “The market dues constitute,” 
in the words of the Burma Municipal Taxation Committee,” 
“a form of indirect taxation to which the people throughout 
the province are thoroughly accustomed, and to which 
have, we believe, no objection whatever’’^ The 
people in other Provinces are also accustomed to the 
mamit dues, and if they are levied to increase the local 
revenues, no serious revukion of sentiments need be 
anticipated; but the point to remember is that though 

^ Th 3wma Mmkipttl Tentaiion Comfitfee 3iport, p. 3 ( 5 . 
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there is everything to be said for increasing the receipts 
from markets, it should not be done on the assumption 
that it would merely be an extension of municipal trading. 
It will mean increase in the burden of indirect taxation, 
and when the Sales Tax is levied, it will, in the Provinces 
in which the markets are and may become an important 
source of local revenue, have to be administered with 
due regard to the fact that trade ihere is already sub- 
ject to what in effect is a sales tax. That is, however, 
not a reason against increasing the receipts from the 
markets and slaughter-houses and making them a more 
important element in the finances both of the urban 
and the rural local bodies. 

The only other business enterprise, which is indi- 
vidually of any importance for the finances of the local 
bodies, is the railways. The District Boards in Madras, 
Bengal and Bihar and Orissa have local railways of their 
own from the operation of which they are receiving 
income. In Bengal and Bihar and Orissa the net income 
of the District Boards in 1929-30 amounted only to Rs. 
1.46 lacs and Rs. '65 lacs respectively; but th^ are mote 
important in Madras, and the net receipts from them in 
1929-30 amounted to Rs. 10. j2 lacs, and in 1939-40 
Rs 21.5 1 lacs and would have been larger if the Govern- 
ment of India had not put a stop in the extension of 
railways owned by the District Boards by a change in 
their policy in regard to the construction of railways 
by the local bodies. In 1920, according to the Madras 
Financial EHations Committee Report, 257.22 miles 
of railways were open and the construction of 784.08 
of railways was under consideration^. In 1929-30 the 
District Board railways mileage had dropped to 136.43 
owing to the management of some of the local railways 
having been taken over by the Government of India and 
the stoppage of further ojnstruction. Only the Dis- 
trict Boards in Madras were contemplating the con- 

^Tbe Madras Financial Committn Bjpori, 1920, p. 57. 
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structing of railways to develop both the local areas and 
their resources; but the adoption of the policy of the 
centralisation of railway construction and management 
closes an avenue of the enlargement of local resources 
which could have been used all over India. 

The adoption of this policy by the Government 
of India has been dictated by all-India considerations and 
the constitutional necessity of centralising the adminis- 
tration and construction of all railways in India. But 
the local bodies can, if they are enterprising, make up 
for the loss of the potential source of revenue by devel- 
oping motor bus services of their own; and this can be 
done by the urban as well as by the rural local authorities. 
A start has already been made in Madras in this direction, 
and in 1929-30 the motor-service earnings of the locd 
bodies in Madras amounted to about Rs. 52,000. This 
is a small amount; but in view of the possibilities which 
motor traffic has in a countiy like India the local bodies 
can easily develop this service for providing satisfactory 
means of transportation and adding to tibeic income. 
In 1920 the Madras Financial Relation Committee pointed 
out the importance and special advantage of developing 
motor serviced That was before the extension of Dis- 
trict Board Railways came to a stop by the introduction of 
the new policy by the Government of India. Now 
that the development of the motor service is not an 
alternative but the only means of transportation which 
the local bodies can develop, it becomes all the more 
important that a well-planned and well-considered pro- 
gramme of developing an organised system of motor- 
bus and motor lorry services under die management 
of the local bodies should be adopted. 

For the carrying out of such a programme it will 
be necessary to improve the roads and provide for co- 
ordination among the different local authorities. But 
the necessity of adopting a national policy of road devel- 

I Jbid psua, 20J. 
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opment is already widely appreciated and the further 
application of the principles underlying the constitution 
of the Road Development Fund will involve the syste- 
matic development of the local roads. The fact, how- 
ever, that this course is also desirable in the interest 
of the local treasury only makes its adoption all the more 
imperative. Motor-service is pre-eroinently suited for 
bemg made a local business enterprise. It does not 
require investment of a large amount of capital. ' The 
development of motor traffic by private enterprise, which 
is inevitable if the local bodies do not make it a public 
service, will cause wear and tear of roads which will add 
to their liabilities without adding to their assets. The 
local bodies by introducing an organised pubHc service 
will, therefore, be forestalling some difficulties which have 
already arisen, but the accentuation of which can easily 
be anticipated. Motor service has, moreover, the 
advantage of being readily adaptable to local needs and 
local conditions and provides the local bodies a field 
for using their own imtiative and enterprise- The rapid 
development of motor traffic, which has taken place in 
India in the last twenty years, is only a presage of what 
is coming, and the local bodies will do well to forestall 
the future and make the administration of a necessary 
public function a highly remunerative enterprise. 

There are several miscellaneous services^ which have 
been undertaken by the diflFetent local bodies which indivi- 
dually are not very important but which collectively ate 
responsible for a considerable amount of the local reve^ 
nues. Among them the most common is the provision 
of rest houses, j'tffw/j,etc.,for whidb the local bodies charge 
rent. In some cases, as in the Punjab and the tJ.P., 
income from rents is fairly large; but in this respect and 
in several others there are wide variations in the propor- 

^ B,eve«m derived front Rent end other miseeUatieoHS items of receipts 
^ the local bodies in the different Rrmineps in 1929-30 and 1939-40 

Table Footnote on Page. 176. 
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donate importance of certain items of receipts which are, 
of course, inevitable but suggest the possibihties of devel- 
oping resources which are now being utilised in some 
provinces but not in others, and which can be developed 
tiy aU Provinces. In the Punjab, for example, the Dis- 
trict Boards received from the roadside trees an income 
of Rs. 2.92 lacs in 1929-30 and Rs. 2.68 lacs in 1939-40. 
In the other Provinces also the local bodies derive some 
revenue from this source, but its amount is, compara- 
tively, small. The avenues are a great convenience and 
enhance the beauty of the countryside; but if aboriculture 
is undertaken scientifically, they can also bring money 
into the local exchequer. The sale of excreta^ is another 
source of revenue which is fairly productive in some 
parts of India and not in others, ana can be made more 
productive everywhere. The development of these 
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40 Rs. lacs. This is a source of revenue which has to be 1 7 
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and similar other services will require planning, fore- 
thought, and a certain amount of central guidance which 
ought to be readily forthcoming. The Provincial 
Governments have been urging upon the local bodies 
the necessity of doing their best to make them more 
productive; but it is necessary to do more. The local 
authorities wiU, in this, as in so many other matters, 
need advice, guidance, and even incentive which will 
have to be provided by die centml authorities. 

The urban local authorities have special oppor- 
tunities of increasing theic revenue from the remune- 
rative enterprises which they ought to utilise fully. 
In India, unlike so many other countries, the local bodies 
have not assumed the responsibility for undertaking 
ser\'-ices like electricity, tram, etc., or rather have not 
been allowed to assume this responsibility. This is due, 
as it has been already stated, to the Government’s lack 
of confidence in their ability to manage such enter- 
prises profitably. The standard of efficiency of our 
local bodies has not been and is not liigh; but even if the 
popular control of local administration is regarded 'as 
detrimental to the efficient management of such under- 
takings, that cannot be urged as justification for leaving 
this fidd entitely to private enterprise, before the de- 
officialisation of the local bodies. Simla^ which 

agricultural manure. It is possible to dcoderhe human excreta and 
give it effective treatment from the sanitary standpoint. It is a rich 
source of organic material and nitrogen and can be utilized to 
enrich the soil by converting the crude substance into hatmless pro- 
duct for use as a manure to enrich the land. The prejudice 
against the use of such manures has to be reckoned with, but there is 
no reason to assume that the prejudice will remain an insuperable 
obstacle in the way of utilization of the waste product, the disposal 
of which has been ever-present and intractable municipal problem, as 
a valuable fertilizer and a source of income for our ' munici- 
palities. 

^In 1939-40 Simla Municipality derived revenue of Rs. d.03 
lacs from Electricity. In the Madras Presidency, which is a pro- 
gressive province in this respect, municipal revenue from dcctric 

ZZ 
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is one of the very few Municipalities in India which have 
their own electricity, has presumably been permitted 
to manage this enterprise itself because its constitution 
has not been democratised. Before 1921 most of the 
local bodies were under oflhcial control and, therefore, 
could have undertaken enterprises for the proper con- 
duct of which popular control is considered undesirable. 
But now, however, we cannot rest the case for muni- 
cipal tra^g in India on that assumption. Local adminis- 
tration has already been almost completely de-officialised, 
and the year to come will present problems of munici- 

f )al government arisiug from the ascendency of the popu- 
ar element in administration. But in spite of that it 
is necessary to municipalise as many public utility ser- 
vices as possible. It will be necessary to consider care- 
fully the problems of management of business enter- 
prises. The local bodies will, in the future, be required 
to assume new functions and discharge the old ones 
with full appreciation of theit importance from the 
national standpoint. It will be desirable to^ devise 
arrangements by which the entire local administration 
is made as business-like as possible, but this, of course, 
is absolutely essential in the administration of business 
enterprises. Theit munidpalisation should not result 
in theit being ma<ie pawns in the political game or in- 


licejttce schemes amounted to Rs. 16.75 net revenue to 

Rs, 1.75 lacs. The Munidpallties are, in some cases, ready to go ahead 
in this respect. In 1936-37 10 municipalities in C.P. applied to the Pro- 
vincial Government for licences for Oie supply of electricity, but as the 
item does not yet appear as a source of revenue in municipal report 
of the C. P., it can be presumed that this application was turned 
down. The same year, i.e., in Raipur Municipality 

in the C. P., was advised to sell its electric undertaking to a private 
cotJcerA. TOie standard of administration in the Municipality does 
not, it is true, inspire confidence in their capacity to manage such 
enterprises, but this lack of confidence is due as much to the lack 
and will on the part of the Provincial Goyetnment as to the inherent 
limitations of municipal administration in India. 
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volve any falling oS in the standard of their adminis- 
tration. 

In order to exclude politics from the administration 
of municipal utilitiesj it will be necessary to provide 
for the administration of these services on semi-auto- 
nomous basis^. That object can be achieved in a number 
of ways, but if the administration of public utility ser- 
vices is removed from so-called political sphere without 
involving any sacrifice of the popular interests, the 
particular form of administration can be varied to suit 
the local circumstances and the peculiar conditions of 
the service itself. The form which is now in favour 
with those who are advocating socialisation of the essen- 
tial economic services is some form of public corporation 
which, while providing for the necessary measure of 
popular control, leaves the actual management in the 
hands of experts who are given free hand to use theic 
own judgment and experience within the limits set by 
the necessity of guarding against the bureaucratic 
tendencies of aU experts. In India we will have to study 
the various alternative methods of administering these 
services; but if we bear in mind the limitations both 
of the politicians and the experts, and the need of extend- 
ing the sphere of municipal trading and maintaining 
the standard of its administration at a high level, we 
should be able to develop forms of organisation which 
will enable us to have public utility services which 
will be both efficient and productive. Municipalities 
cannot, in this matter, be left to solve their own problems. 
The development of municipal utilities will have to be 
stimulated and guided from the centre, but the local 
bodies will have to make their own contributions to the 
common pool of ideas and the actual administration of 

1 In Germany, where municipal enterprises have attained a high 
degree of development and are an important source of income, 
revenue yielding enterprises are conducted by special laws and are 
tun as business undertakings. Vide Maxwell, Contemporaty MmUipah. 
Govitammt of Gtmatty, pp. 91-95. 
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the setvices will, of course, 'have to be carried on by 
them. 

The services which can be municipalised will more 
or less be determined by the nature of the services. In 
the near future a programme of munidpalisation, which 
will include lighting, trams, motor services and perhaps 
milk-supply^ of the towns, ought to meet the requirements 
of the situation. To these has to be added another ser- 
vice which has to be made a municipal undertaldng owing 
to the need of adopting a comprehensive and well-thought- 
out scheme of town development all over the country. 
This matter will have to be dealt with later at greater 
length, but it is referred to here because for carrying out 
any scheme of town development, it will be necessajy 
for the Municipalities to extend their holding in land. 
Municipalities have, in the past, been very short-sighted 
in this respect. They have, very seldom, gone in for 
land exploitation, and even in the towns like Calcutta, 
Bombay, and the U.P. towns in which the Improvement 
Trusts have acquired land for the execution of their 
schemes, land, instead of being held by the local bodies, 
has been sold outright after development. In the other 
towns the Municipalities own some land and generally 
administer the esdieated crown property caUed 
lands. But even they have been selling parcels of land 

1 la Chapter YIII of the Report on the Marketing of JWHlk in 
Ih<Jia and Burma a very strong case has been made for the creation 
of milk-matkcting organization in urban areas to improve the qtianti- 
ty and quality of m& in towns. There is no reason why such, an 
organization, which should be scmi-atitonomous, should not be a 
municipal organization if due regard is paid to the consideration of 
efficiency in administration. If the estimate of the Report that supply 
of pure milk can be assured to a population a lacs by a capit^ 
ouUay of Rs. 4. 5 lacs, which is expected, without raising consumers’ 
price, to yield a net return of 10 p.c., is correct, there is very good 
Oise fox this organization being financed cntiidy by the munici- 
palities and operated, as suggested, as a semi-autonomous public 
enterprise. 
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from time to time and have, thereby, alienated the interests 
of the coming generations. 

This has been, in some cases, done on a scale which 
has meant a serious loss. In the opinion of the Madras 
Financial Relations Committee the solvency of local bodies 
in Madras would, by this time have been assured if the 
exploitation of land by local bodies had been steadily encour- 
aged since the local self-government was first introduced 
in that province^. The same is probably true of the other 
Provinces. In 1929-30 in the Bombay Presidency 
Rs. 4.00 lacs were realised from the sale proceeds of lands 
and receipts from this head appear in the accounts of the 
local bodies of the other Provinces as well. The sale 
of lands by the Municipalities cannot be prohibited al- 
together, but it should be a very rate occurrence and they 
should, as suggested above, initiate and execute schemes 
of land-development. This is the easiest way of appro- 
priating unearned increment for pubHc purposes though 
this is not the only way, and is not to be regarded as the 
primary purpose of undertaking schemes of land-exploi- 
tation. It is, however, one of the most promising methods 
of a well-regulated development of the towns® and their 
resources and ought to be made a common feature of 
municipal finance in India. 

The methods of financing local business enterprises 
cannot be discussed here. Most of the capital required 
for developing them must necessarily be found by raising 
loans. But in America special assessments have also 
been used for providing capital for the municipal uti- 
lities, "Theoretieally”, says a writer who is very well 
qualified to speak on the subject, "it is quite proper, 
and practically it is a matter of well-established policy 

^ Tht Madras Fhutneial'&tlations Cammittts, 'Rjtporti i^zo. para. 198. 

* In Afedras separate Town-Planning Funds are already being 
maintained and the Municipalities are receiving some income. But 
even there the development scheme is in its ituancy and everything 
remains to be done. In 1939-40 the municipal receipts under this 
head amounted to Rs. 53 thousand and charges Rs. 3^ thousand, 
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to levy special assessments”^ upon lands deemed to be 
specially benefited by any public utility cntetptise. These 
public utility facilities ate really, as pointed out before, 
local improvements which confer special benefits upon 
particular properties and, therefore, can and ought to be 
partly, if not wholly, financed by levying special assess- 
ments 


^Tbi Aimnisifatkn of Mmidpalify Owied XJiiMes by Dr. W. F. 
Wilcox, p. zf. 
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LOCAL REVENUE— GRANTS-IN-AID 

Contributions from the higher to the subordinate 
public authorities have, as shown elsewhere^, become 
an outstanding, and perhaps the most significant, feature 
of public finance m a large number of countries.® 
They have become an instrument of the financial re- 
adjustment rendered necessary by the stress of economic 
facts and also perhaps by the impact of new political 
ideals. In the sphere of politics they are still at an ex- 
perimental stage, and it will take some time before 
their theory and practice square with the facts of a rapidly 

1 Vide, The Etsentiab of Federal Finance by Gyan Chand, pp. 
176, 186. 

* By way of illustration figures of the inca»ase of giants in 
England and Wales. Since ic>ij may be given: — 
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changing vodd. But in the sphere of local finances 
the grants-in-aid have already acquired an assured place 
and are likely to grow in importance with the passage 
of time, Sydney Webb has called granis-in-aid a characteris- 
tically English device which, in his opinion, is the pivot 
on which the administrative machine really works^. 
That is true in a very large measure, but even in England 
the profound importance of these contributions is not 
fully appreciated, and it is not clearly understood that 
they ate the means by which multiple unity of the State 
can be consciously realized. But clear thinking is not 
the strong point of the English people, and its absence 
does not change the fact that they have stumbled upon 
this device, and thereby avoided, as Sydney Webb rightiy 
points out, the extremes of local anardiy on the one hand 
and local atrophy on the otiaer. In the U.S.A. also, 
which has been cited by Sydney Webb as the most glaring 
instance of anarchy of Local Autonomy, federal and 
State conditioned aid, which, of course, is another name 
for grants-in-aid, has, in the last four decades, become a 
very important factor, which is being used there, labor- 
iously, and not always successfully, as the only avail- 
able method of evolving some sort of order out of the 
existing chaos.® There is no doubt that the grants are 
the most eflFective method of finding and maintaining the 
working mean between the extremes of centralization 
and decentrahzatioa, which, as pointed out in the intro- 
ductory chapter, is the urgent need of the times. 

T&ese are more or less speculative considerations, 
which are important and interesting but cannot be pur- 
sued further here. They have, however, some beating 
on the practical aspects of the grants-in-aid because they 
show why they are bebg used so widely in the sphere 
of local finance. The Departmental Committee on 

1 Sydney Webb, p. j. 

^Speeiat ^porf of the Nw Yor^ Stat$ Tai^ Commssitm 

Mo. 
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Local Taxation of England has specified three distinct 
functions of the grants-in-aid. They are the method 
by which the nation (a) contributes its own share towards 
the cost of semi-national services; (b) remedies inequa- 
lities in the incidence of local taxation; and (c) effectively 
supervises the administration of semi-national services^. 
The Departmental Committee was, in elucidating 
the functions of the grants, of course, explaining 
their r 61 e in the working of the system of local finance 
in England. But this analysis can be applied with advan- 
tage to other countries as well, because the conditions 
which make the gtants inevitable and important arise 
from the same organic and universal fact of the growing 
integration of the life of every nation. This fact makes 
each local area a vital constituent unit of the integral 
whole whose needs and means are determined by the 
entire organic life of the people. Theit needs become 
more clamant and pressing because their adequate satis- 
faction is of as much importance to the country as 
to the local areas, and their means lose their well-defined 
character because of the difficulty of marking them off 
for the purpose of allocation. 

Personalty is now everywhere almost exempted 
from local taxation owing to the difficulty of assessment, 
but the more important reason for this exemption is 
that it cannot be equitably assessed for local purposes, 
i.e., to use Lord Goschen’s words once more, income 
cannot be localized. 

The result is that realty has either both in theory 
and practice or, in practice if not in theory, to bear 
most of the burden of local taxation; and as the relative 
importance of personalty and realty varies from orie 
local area to another, that leads to inequality in the inci- 
dence of local taxation and the growing disparity between 

the needs and the means of the local authorities — dis- 
« 

of thi Departmental Committee on Local Taxation^ 

1914, p. 56. 
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patit7 which can be removed or mitigated only by drawing 
upon the common pool, i.e., by developing a system of 
grants-in-aid. The payment of grants mom the national 
exchequer or, to use the more difficult but also the more 
familiar phrase, consolidated fund gives to the central 
authorities a pull over the local authorities which they 
have to utilize to stimulate local initiative and enlist 
local co-operation for the carrying out of schemes which 
must be nationally conceived and locally executed if they 
are to be fruitful and beneficial to the utmost limit of 
their possibilities. 

The necessity of combining the national conception 
and local execution of all schemes of social betterment 
also makes the distinction which has so often been made 
between the ‘national or semi-national’ or ‘onerous’ 
and the ‘local’ or ‘beneficial’ services for the adminis- 
tration of grants practically valueless, if not absolutely 
invalid. There are a few services which are generally 
assigned to the local authorities and which can be re- 
g^ded as purely local in the ordinary sense of the word, 
^e provision of the local Town HaH or the local or- 
chestra can, as Sydney Webb points out in his book, 
be made exclusively a charge on the local revenues. 
But in the case of all important services the nation has 
a predominant interest in mdr efficiency, and it is against 
social well-being to let the limitations of local resources 
determine the level of attainment in any particular local 
area, the more so because the limitations are generally 
due more to the exigencies of the economic system as 
a whole than to the poverty of the area itseE It is the 
breakdown of local economy which has changed funda- 
mentally the essentials of all problems of the common 
life of the people, including the problems of local finance. 
The services hke education, health, communications and, 
of course, police ate primly national in character and 
important m the sense that the nation has to ensure 
conditions favourable for their efficiaat administration 
and provide adequate safeguards against the backward 
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Of necessitous afeas not rising up to the national minimum 
of efficiency. But the administration of these services 
cannot be centtaJized on that account. Local initiative 
and enterprise are the more important because they have 
to respond to a common urge and express a common 
purpose. But it is no use assessing the relative impor- 
tance of the national and the local interest in the adminis- 
tration of any one of these services and making this 
assessment a basis of financial adjustments between the 
central and the local authorities. An assessment of 
this kind can only be based on fictions and not facts* 
and is bound to create bafiling complications. 

If the above view is correct, it necessarily follows 
that the only basis on which the grants-in-aid can be 
fairly administered is the basis which takes into account 
both the means and the needs of the local areas. The 
Minority of the Royal Commission, on Local Taxation 
of 1901 suggested the allocation of the grants according 
to ‘necessity’ and ‘ability’^. They recommended that 
the necessary expenditure and the actual and the poten- 
tial income of each local body should be estimated and 
the difference between the two made up by contribution 
from the consolidated funds. This is the only basis 
which can meet the requirements of the situation. 
There should be both what may be called the ‘means* 
and the ‘needs’ tests; and what the local authorities cannot 
afford should be provided from the common purse of 
the nation, The grants can also be given on other 
bases, but all of them cannot but be unsatisfactory. 
Their allocation according to the revenue or the expen- 
diture or expenditure on any particular object can only 
accentuate me differences between the different locn 
authorities, because it makes the rich richer and the poor 
relatively poorer. To add mote unto those who have 

1 "Riport of tht Rjoyal Commission on Local Taxation (England). 
Mnnte by Sir Edward Hamilton and Sir George Murray, 
p. 133. 
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is an unsound principle of public finance, and though it 
is taken to derive its validity from the principle of help- 
ing those who help themsdves, it overlooks the cardi- 
nal fact, that the local authorities which cannot ‘earn* 
larger grants because their own contributions are small, 
have not got the capacity to help themselves, even if 
they have the will, and it is wrong to penalize them on 
that account. The device of ‘proportionate’ grants, 
which is so very popular in many countries, the device 
of what the Americans call ‘matching dollar for dollar*, 
is, therefore, wrong in principle both from the standpoint 
of equity and economy. The Geddes Committee of 
England has called it “a money spending device”. It puts 
a premium more on extravagance than on efficiency, 
and does not recognise the limitations inherent in the 
facts of the situation. The distribution of grants on the 
basis of population or area can be a partial recognition 
of the factor of needs; but as this is not the only element 
which determines needs, they too can be a source of ano- 
malies and inequalities. The only basis which can be 
regarded as ‘scientific’^ is the basis which, as remarked 
above, enables the local authorities to meet the necessary 
expenditure by having their own resources supplemented 
hj what must in essence be equalization grants. Grant-in- 
aid should really be a levelling up device by which each 
local authority has to contribute according to its capacity 
and receives according to its needs. 

In India, the grants-in-aid have been growing in 
importance in the last thirty years and specially the rural 

^ The necessity of adtninistering grants on the ‘equalization’ 
basis is being driven home into the minds of ail "who realise thek 
true fonction in public finance. A somewhat long extract from 
the Report of Citizens’ Committee on the finances of Pennsylvania 
is given in Appendix XX. That will show how the conclusions, 
allowing for difference in circumstances, of the Pennsylvania Com- 
mittee are not difiGsrent ftom the principles laid ^ dovyn in Cmd. 
3134 or the recommendations of the Central Advisory Committee 
referred to a little kter ki this Chapter. 
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local authorities have come to depend upon them for 
a very large proportion of their income 1 The increasing 
dependence of our local autliorities on the contributions 
from the provincial funds does not as pointed out already 
signify an attempt on the part of the central authorities 
to ‘buy’ the right to exercise supervision over the ad- 
ministration of the local services, because in the pre- 
1921 decade, and mote so in the post-1921 decades, the 
Provincial Governments have relaxed their powers of 
control over the local authorities. The increase of the 
grants has, as a matter of fact, taken place at a time when 
the local self-government has, for the first time, come 
to its own. The increase of the grants-in-aid during 
this period of widening political freedom has, therefore, 
to be taken as an inevitable result of the necessity for 
enlarging the resources of the local authorities. The 
Provincial Governments have not only had to invest 
them with larger powers, but also place at their disposal 
funds to use those powers for developing the local ser- 
vices. 

The necessity for supplementing the resources of 
the local authorities will continue to exist in the future, 

1 The statistics o£ grants and their proportion to the total reve- 
nue of the Municipalities and District Boards from 1894-95 to 
1939-40 are given in the Appendices XVIII and XIX. The grants 
or the Municipalities have not increased as rapidly as the grants to 
the District Boards, but even in their case they have increased from 
Rs. la.oo lacs in 1894-93 or 5 per cent, of their total revenue to 
Rs. 101.61 lacs in 1929-50 or 13 per cent of their total revenue. 
But since 1921 period their relative inroortance has decreased though 
their absolute amount has increased mom Rs. 88.76 lacs in 1920-21 
to Rs. loi ,6i lacs in 1929-30. The grants to the District Boards have 
increased from Rs. 24.24 lacs in 1895-96 or 9 pet cent, of their total 
revenue to Rs. 631.50 lacs in 1929-50 or 42 per cent. Since 1929-310, 
however, the position has changed for the ■worse, in this respect 
owing to the Provincial Governments having adopted the policy of 
reducing the giants. In 1959-40 the municipal wants amounted to 
only Rs. 50.58 lacs out or the total revenue of Rs. 1004.91 lacs or 
nearly 5 p,c, and the grants to the District Boards toRs. 485.52 lacs 
out of the total revenue of Rs. 1375.20 lacs or 56 p.c. 
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for with the utmost development of theit own resources 
they cannot expect to have adequate funds for the full 
development of their services. The Provincial Govern- 
ments cannot possibly reverse the process and reduce 
the powers of the local bodies. But they have to make 
use of the grants to achieve clearly defined objects of 
policy and administration. They have, in the first place, 
to see that the local bodies do not fail to develop theit 
own resources. Self-help is essential for self-govern- 
ment; and though owing to the working of modem 
economic forces it is not possible to make each local 
body responsible for raising all the money that it needs, 
the principle of self-help does not become any the less 
important on that account. The Provincial Govern- 
ment will, therefore, have to malce use of the grants for 
stimulating self-help. But this ought and cannot be 
the only or the most important object of their grants- 
in-aid policy. That object must, as it has been made 
abundantly clear, be tlie equalization of opportunities 
and resources. But it is the necessary incident of that 
policy that the local bodies should be guided by national 
consideration in the administration of their services. 
They should, of course, maintain the national minimum 
of efficiency, but more important than that is the necessity 
of evolving, formulating, and adopting common poli- 
cies. For that central co-ordination is more neces- 
sary than central control. It is not always easy in prac- 
tice to distinguish between control and co-ordination; 
but there is a distinction between the two which is weU 
understood and can be made operative principle of the 
relations between the central and local authorities. The 
grants are not the only method of providing or pro- 
moting co-ordination. Conferences, Joint Committees, 
ad hoc Standing Committees, Adimnistrative and Ad- 
visory, for spe^c services and central departments 
which have, for some purposes, to be the nerve-centres 
of the system of local administration, have all to func- 
tion as organs of co-ordination. But the grants can 
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also be so administered as to fit in with the needs of a 
system for the efficiency and success of which local 
initiative and national purpose are equally essential. 
The Provincial Governments have now to develop the 
system of grants-in-aid on the basis of the assessment of 
means and needs; but in assessing both they have to 
appreciate the effect of national factors on the resources 
and requirements of the local authorities. The system, 
in other words, has to be consciously used as a device 
for pooling resources, ideas, and needs so that local self- 
government may, without inmairing its autonomy, gain 
in effectiveness and unity of purpose^. 

The present position in India in respect of the 
grants-in-aid is not satisfactory though since 1921 there 
has taken place some improvement in the policy of the 
Provincial Governments. Education grants are the 

1 As a result of the Local Government Act, 1929, the financial 
relation between the Central Government and the local authorities 
in England underwent a radical revision. The system of grants 
was, completely overhauled. The principles which the Government 
considered should characterize a proper system of grants-in-aid 
were set forth in a White Paper in the following terms: — 

A proper system should; — 

(a) recognise that a fair contribution should be made from the 
Esrhequet towards the cost of local services; 

(b) ensure that local authorities have complete financial interest 
in their financial administration; 

(A be adapted in its working to the needs of the local areas; 

(a) permit the greatest administrative initiative; 

(tf) provide for sufficient general control and advice from the 
Central Department to ensure a reasonable standard of per- 
formance. Vide Para. 16, White Paper on hoeal Govern- 
ment Act, 1929 (Cmd. 3134). 

The system of grants introduced under the Act of 1929 has 
been rightly conceived, but its underlying principles have not been 
applied to all the grants and even those which arc being adminis- 
tered on the new basis are going through a process of transitional 
readjustment which is intended to be spread over a period of seven- 
teen years, upto 1947. 
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most important of all grants, and with regard to them 
there has been a change of policy which, though it has 
not been introduced in all Provinces or fully carried 
out in any one of them, shows the increasing acceptance 
of the view that tlie measure of these grants to local 
bodies cannot possibly be the allotments of funds from 
local revenues for education. Grants are given both 
for secondary and elementary education; but it has, for 
a long time, been admitted that the local bodies cannot 
be expected to find money for both and the policy of 
relieving them of responsibility for secondary education 
has been adopted by several Provinces though the 
local bodies are still maintaining secondary schools all 
over India. But for these schools they generally receive 
grants according to the ordinary rules, i.e., the secondary 
schools maintained by the local bodies receive grants 
like the other aided sdiools. But with regard to elemen- 
tary education, the principle of helping the local bodies 
according to daeir needs is being more and more widely 
accepted and “instead of the Government Grant being 
limited by its relationship to the sums which may be 
provided from local funds, the financial liability of the 
ocal bodies is limited and the grant from Government 
is determined not by the amount contributed by local 
sources but by the educational needs of each area.^” 
In Bombay, the United Provinces, and the Punjab the 
local bodies are now required to find a certain fixed 
amount for education, usually expressed as a percentage 
of their revenues, while Government makes itself liable, 
so far as its resources permit, for all additional educational 
charges.* Elementary education is not a service semi- 

1 Grants-in-aid to school in British India, 'bwrtau of Efuea- 
fion No. tz, p. 19. 

* The principle according to which the grants were being given 
by the Provincial Government in Burma to the District Councils 
is explained in the following words in their memorandum to the 
Simon Cominission. 

“The principle on which these contributions were calculated 
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national but a national service, and not only the Provincial 
Governments but also the Government of India have 
a right and a duty in the matter. The local bodies are 
utterly incapable of making adequate provision for ele- 
mentary education; and it will be necessary for the 
central authorities to adopt a national policy and mobi- 
liae national resources if this crying need of the nation 
is to be satisfied.^ The steps taken in some of the 
Provinces to make needs the basis of the distribution of 
grants for dementary education constitute a change in 
the right direction which will, however, have to be carried 

was that notmal receipts of each local fund and the normal annual 
payments under each head which continues without alteration to be 
head of expenditure of the local funds, were estimated from the 
accounts of the old funds for a series of years. Where the creation 
of the new local bodies, or the provisions of law relating to local 
self-government on authoritative diiections of Government made 
new expenditure or a different standard of cspenditure necessary, 
the new and altered expenditure was cstonated under each head. The 
ordinary provincial contributions to each heads were the amount, 
if any, by which the normal and necessary annual payments of the 
local fund exceeded its normal receipts.” (Tie Simon Commission 
Bjsprt, Vol, XI, p. 438). 

1 The Report on the Post-War Educational Development in India 
(1944) provides for free and compulsory education for all children 
between the ages of 6 — 14 and for the estimated recurring expenditure 
of Rs. 200 crores per year. Expenditure on the scale is obviously 
beyond the resources of the local and even provincial authorities and 
grants from Central Funds for the purpose would be unavoidable if 
the scheme is to be put into efiect. ‘Tt is impossible to forecast 
at this stage,” says the Report, “what forms the future arrangements 
for financing a national system of education will take. That they 
win requite a drastic change in the existing system is obvious and 
substantial assistance from central source will be forthcoming is 
extremely probable. The assistance may take the form of block 
grants for approved schemes for a period of years. .. .but what- 
ever form it takes.,., it will be equitable to "weight” the formula 
adopted in the interest of those Provinces whose own revenue-pro- 
duct capacity is below average.” 

'Die view expressed in this authoritative report is in line with 
the argument developed in the text and has to he eamesdy com- 
mended. 

13 
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much faithet before "we feel assured that the right policy 
has been adopted for the provision of the elementary 
education.^ 

This change of policy, however, has not taken place 
in every Province. In Madras, Assam, Bengal, and 
Bihar and Orissa no fixed principle seems to have been 
adopted for the distribution of education grants. Grants 
are given for specific purposes, and according to criteria 
which may be sound in themselves but are not part of 
a comprehensive or well-considered policy of providing 
for the education of the masses. Grants according to 
the number of the pupils, the qualification of teachers 
or the scale of their sdaries or in proportion to the ex- 
penditure can all be justified; but the reasons which 

iln ijzz the Cential Advisor 7 Board of Education made the 
following recommendations for the consideration of the Provin- 
cial Governments!*— 

(i) That Government should by legislation, if necessary, take 
measures to ensure a minimum expenditure on elementary education 
in each area; that this minimum and the proportion thereof to be met 
respectively from provincial and local rands should be determined 
by Government after caieful consideration of the financial and edu- 
cational needs and circumstances of each area and the claims of local 
services other than education; 

(z) That additional expenditure on elementary education above 
this minimum by local bodies should be encouraged by proportionate 
grants from Government and for the purpose of calculating propor- 
tion, districts should be graded according to their needs and means. 

These recommendations suggest two considerations besides 
those of means and needs which are important. One is that in asses- 
sing the financial needs of a local area tor any one service, the claims 
of the other local services have to be taken into account, and the other 
that after the minimum has been provided for, contributions from 
Government should be proportionate to the contributions from local 
bodies. The first consideration is of practical importance because 
it suggests the need of estimating and providing for all requirements 
of the local bodies. As regards the other, all that is necessary to say 
is that the provision of the very minimum will require the use of our 
entire resources, both national and local, an4 it is not necessary to 
elaborate rules of the apportionment of expenditure after the mini- 
mum has been attained. 
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can be given 1.0 justify them do not include the 
teason lo which every other should be subsidiary, 
i.e., the reason that the prime need of the nation is that 
every local area should be provided with means for put- 
ting into effect a programme of educating the masses 
in a definite period. Something can also be said for 
the device according to which the Government contri- 
bution for education is determined by the receipts from 
the additional taxation for educational purposes. The 
Education Cess in Madras has been levied more widely 
than it would have been, if its levy had not carried with 
it the prospect of Government matching a rupee of 
grant for a rupee of receipts from the Education Cess. 
But the grants-in-aid policy cannot be exclusively or 
mainly based on this principle. The cardinal fact of the 
situation is that the financial capacity of the local bodies 
is in itself very unequal, and it is of paramount impor- 
tance that the general development of the country should 
not be hindered because of this disparity. The conclu- 
sion is, of course, the same again, i.e., the grants-in-aid 
should vary in direct ratio to the needs and inverse ratio 
to the means. 

In respect of the grants for public health, medicine, 
and communications,^ certain developments have taken 
place which are to be welcomed. There has been a 
tendency to relieve the local bodies of esmenditure on the 
more important hospitals and stimulate them to promote 
public health by preventive methods. Health schemes 

^The post-war scheme for road-development of the ^vern- 
ta&ax of India is estimated to cost RS400 crores and envisages a 
system of National Highways, Provincial roads and District 
and Village roads with a view to bring every village within half 
a mile of public road and provide a net-work of toads according 
to a weU-co-ordinated scheme of road development under a Cen- 
tral Road Board and with generous assistance from Central Funds. 
The execution of this scheme will, like the scheme of educational 
development, necessitate drastic changes in the existing financial 
arrangement and wide extension of grants-in-aid. 
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have been introduced and health oflficers, whose salaries 
or the major portion of whose salaries ate charged to the 
provincial revenues, have been appointed. In some 
Provinces roads have been classified, the arterial roads 
provincialised and the salaries of the district engineers 
made a charge on the provincial funds. All this is an 
indirect recognition of the principle of needs. Pto- 
vincialisation of functions and posts is not the right 
method of getting over the difficulties of local adminis- 
tration, and oughi to be resorted to when complete 
centralization is absolutely necessary; but provinciali- 
sation of the posts of the officers, who have to administer 
local services, is a method of adjustii^ means to needs 
and has for that reason a special significance of its own. 
But all these are make-shift devices and ought to be 
replaced by a carefully worked-out scheme of grading 
local areas according to their means and needs, and 
distributing grants according to the position of each 
area in the scale, It is necessary to launch a scheme 
of all-round development of social services. For the 
efficiency and success of this scheme the whole-hearted 
co-operation of the local bodies is absolutely essential; 
but this co-operation should not be limited by the extent 
of the local resources. The fullest development of the 
local resources will, of course, be the necessary condition 
of and proof of local co-operation; but the scheme 
must be national in its scope and involve the utilization 
of the national resources to the greatest advantage, It 
should be the function of the grants-in-aid to provide 
the means for the execution ofthe scheme of national 
development through the agency and with die co-operatilon 
of the local bodies. 

The adoption of the principle of the distribution of 
grants referred to above will make their administration 
very much simpler. The system of grants for a local 
service as a whole or ffie system of block grants, as it 
is called, will be substituted for the system of allocated 
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grants.^ The grants wiU continue to be conditionalj 
but will be calculated fot the service as a whole and not 
with reference to any special aspect of the service. The 
system of block grants will, however, not exclude the use 
of grants for specific purposes so long as they have a 
subsidiaty place in the system of grants-in-aid. The 
Provind^ Government having provided for the adminis- 
tration of local services up to the required standard of 
effiden^ can adopt the prindple of proportionate grants 
in specific cases to promote spedal objects and purposes. 
But block grants must, as remarked above, be the rule 
and specific grants the exception. 

Grants-in-aid have, it is clear, to become even a 
more important factor in the finances of the local bodies 
than they are now. They have, if the needs of economy, 
efiidency, and equity have to be realised in their working 
to be based on sound theory and administered with a 
due appreciation of their effect on the working of the sys- 
tem or self-government and the development of social 
service. There is need and room for a great deal of , 
experimentation in the practical application of the theory 
that the grants have to be a function of ‘necessity* and 
‘ability’. “From each according to its capadty and to 
each according to its needs” sounds very well and may 
even be accepted as a maxim which, the facts of modern 
life make the only sound principle of public finance if 
not of the social system as a whole, but it is not easy to 
ensure that each give accordir^ to its capacity and 
will get according to its needs and no more than its needs. 
In other words, it is not at all easy to work out a formula 

1 The distmetion between the system of Block and Allocated 
Grants may be explained in the words of the Depaitmenial Commit- 
tee on Local Taxation, 1914. The ‘Allocated Grant’ System, accord- 
ing to them, ‘consists in making grants towards specinc branches of 
a service’ and in the ‘Block Granr System ‘the grant is not made m 
respect of any particular item or branch of service, but in r^ecl 
of the whole service.’ The 'Departmental Committee on Local Taxa- 
tion 'Rjsport, para, 64, 
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which gives us dependable criteria of means and needs 
and provide safeguards against the local bodies being 
‘pauperised' by a system of ‘doles’. In the administra- 
tion of grants, therefore, we will have to provide for a 
great deal of fleidbility and continuous adjustment to 
a rapidly changing, and, it may be hoped, developing 
situation. A stereotyped system of grants-in-aid simply 
will not be appropriate and ought not to be introduced. 
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Excessive borrowing is generally regarded as a com- 
mon failing of the local autihorities all over the world, 
and there is no doubt that there is ample justification for 
the prevailing belief that left to themselves the local 
authorises are sure to overstrain their credit and let 
themselves in for overwhelming financial difficulties. The 
U.S.A., again affords another illustration of anarchy of 
local autonomy. The financial history of the American 
local bodies is full of cases of reckless borrowing and 
consequent defaults and repudiations; and it is a fact that 
this gross financial mismanagement has, to a very large 
extent, been due to the American theory and practice 
of ‘home-rule’ or complete autonomy in local self-govern- 
ment. The same tendency has been at work in other 
countries but has not produced the same results because 
of the statutory and administrative restrictions on the 
freedom of the local authorities to mortgage their future. 
The experience of all countries points to the necessity 
of not letting the local bodies alone in the matter of 
borrowing. 

The local bodies in India have in the past not been 
let alone in this as in all other matters of local adminis- 
tration. They have all been subject to the Local Authori- 
ties Loans Act of rSyi, of 1879 and of J9r4. These 
three Acts were passed in succession to regulate local 
borrowing and enable the Government of India to 
exercise supervision over the administration ^ of local 
debts. There were and are also special provisions on 
loans in the Acts governing the constitution and working 
of the Presidency Corporations and the Port and Im- 
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ptovement Trusts. The result of central regulation of 
borrowing has been that local indebtedness in India has 
not grown in the way it has in other countries, and 
the present position of the local bodies, viewed from 
purely financial standpoint, is quite satisfactory. T his 
is not an unmixed good; and there is truth in the charge, 
which has often been levelled against the Government 
of India that they have retarded the progress of the local 
bodies by imposing an unduly conservative debt policy 
upon them. The development of local areas could and 
should have been accelerated by adopting a more enter- 
prising programme of local borrowing. That, however, 
does not change the fact that the financial position of the 
local bodies in India is sound so far as their indebted- 
ness is concerned. The retarded development of the 
local bodies, which we have inherited from the official 
regime, is a very heavy liability that has to be met in the 
near future; but howsoever annoying the fact may be, 
there is at least this satisfaction that we are heirs to an 
undeveloped but not an encumbered estate. 

In countries in which the local bodies have been 
exceedingly imprudent in their loan policy, they have 
generally succumbed to the temptation of winning the 
favour of the local voter by carrying out schemes of 
development which added litde or nothing to his tax- 
burden. This lure, however, did not exist in India owing 
to the absence of popular control of the local bodies. 
But even then loc^ credit could and probably would 
have been unwisely used if the Government of India 
hadno^ at ihe very outset, realised the necessity of 
exercising control over the «owth of local indebtedness. 
The existence of local homes involved a considerable 
degree of administrative decentralisation even when it 
did not mean the creation of self-governing institutions. 
The Provincial Governments and tl;e controUing offi- 
cers of tlie local bodies could, if they had been given 
independeait borrowing powers, have been exclusively 
guided by local 'considerations in initiating and developing 
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their loan policy, would have bid against one another in 
competition for the liquid funds of the com mun ity and 
borrowed for puiqjoses for which the use of public credit 
would be undesirable under any circumstances. Decen- 
tralized borrowing would not have given rise to the 
evils of the same magnitude as those that have arisen in 
the self-governing countries; but it would, nevertheless, 
have been a source of confusion and waste. It is very 
unlilcely that the Provinci^ Governments would have 
followed a more enlightened or far-sighted policy of 
developing local areas if they had been empowered to 
borrow more freely. Lack of enterprise was due to the 
lack of imagination and the lack of a sense of identity 
with the ultimate good of the people whicli characterized 
the administration both of the Central and the Provin- 
dal Governments in India. The only result of decentra- 
lized borrowing would have been lack of co-ordination 
without 2iSXj comjpensating advantage. 

The foUowmg table shows the present position of 
the local bodies in respect of their indebtedness and its 
growth since 1881-82; — 


Growth of Local Indebtedness since 1881-82 



PruideiiQi 
Corporations 
and Trststs 

MnniHpalities District Boards 


Rs. (lacs) 

Rs. (lacs) 

Rs. (lacs) 

1881-82 . . 

5 J -95 

38.26 

11.09 

1894-95 .. 

77-77 

15.92 

•65 

1509-10 . . 

746.42 

248.47 

21.24 

I920-2X . , 

814.27 

303.63 

64.23 

1929-30 . . 

2345 .40 
(1927-28) 

463 . 28 

228.68 

1939-40 .. 

2903.94 

485.25 

172.04 


This table contains only the figures of the amounts 
borrowed by the local bodies &om the Government. 
Municipalities and District Boards have been permitted 
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to borrow from the public on very rare occasions, and the 
amounts in the above tables indicate almost their total 
indebtedness. The Presidency Corporations and Trusts 
have raised large loans in the open market from time to 
time, but even in their cases the Government loans have 
been more important than the debenture loans and the 
above amounts are a fairly correct index of the relative 
importance of their borrowing operations, if not of their 
total indebtedness. These figures speak for themselves. 
The increase of indebtedness since 1921 period shows 
the effect of the new forces and the urge for development 
which are to be welcomed. But it also shows that the 
popular control of local bodies will in India, as in other 
countries, create a demand for extensive use of public 
credit which can and ought to be beneficial but may be 
harmful. Its use as a device for avoiding the necessity 
of levying additional local taxation will have to be pro- 
vided against; and it will also be necessary, in view of the 
fact that our capital resources are extremely limited and 
we have to make the most of them, to incorporate schemes 
of local development in a programme of all-round national 
development. We have to forge ahead; but in order to get 
the best results, we must have an order of precedence 
and ^ a well-considered plan of development. Local bor- 
rowing must, therefore, be instinct with national purpose. 

tmder tiie Local Authorities Loans Act^ 1914, and 
the various Special Acts, the local authorities are per- 
mitted to borrow for (a) the construction of works; 
(h) the giving of relief and the establishment and main- 
tenance of relief works in times of scarcity or femine; 
(c) the prevention or the outbreak of any dangerous 
epidemic disease; (d) the acquisition of land; and fo) 
the repayment of outstanding loans. In other words, 
the local authorities can borrow for permanent improve- 
ments, emergencies, and discharge of their existing loan 
liabilities. Lne theory of these provisions is that any 
capital expenditure, which cannot be met out of the 
current revenues, can and ought to be met from the bor- 



LECTURE VII 


ZO3 


fowed funds. Tn the Acts referred to above no distinc- 
tion is made between the productive and unproductive 
works, though in granting loans or sanctioning their 
flotation the Government is, it may be presumed, guided 
by the object for which the funds are required in fixing 
or approving the terms of the loans. 

The most important objects for which the local 
authorities in India have borrowed from the Govern- 
ment or the public are water-works and drainage. The 
Improvement Trusts’ loans were, of course, raised for 
the execution of the schemes of slums clearance and devel- 
opment. The local authorities have borrowed for 
markets and slaughter-houses and in recent years also 
for electric schemes. Loans have been granted to them 
in some cases for the construction of office buildings, 
schools, and hospitals. The construction of roads has 
been financed mostly from the general revenues and the 

f rants-in-aid, though in some cases the loan funds have 
een used for the purpose.^ District Boards in Mad- 

1 Detailed figvures of loans raised for the various objects are 
not available for all Provinces, but the Bguxes for Madras may be 
taken as an illustration of the position in respect of local loans: 
The Madras figures are given in the following table; — 



Itsm 

Anmnt outstandittg at 
the end of 1929-30 
Rs. (lacs) 

I. 

Oifice buildings 

1.32 

z. 

Roads, culverts, and bridges 

5.37 

3 * 

Electric lif^htifiig , , 

.. ,. 26.65 

4 - 

School buildings . . 

2,99 

5 - 

Hospital buildings . . 

.... -28 

6. 

Water-supply and drainage 

59 < 9 o 

7 - 

Markets, etc. 

9.51 

8. 

Survey 

.94 

9 - 

Town extension .. 

.. ,, 4-79 

10. 

Loans to Building Societies 

.. .. 2.12 

II. 

Other purposes 

.. 2,07 

113.94 
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fas •were gfanted loans by Govefnment fof the cons- 
tfuction or railways, but as further extension of railways 
by the District Boards has been stopped and in one or 
two cases their management has been taken over by the 
Government of India, the increase of local indebted- 
ness on this account cannot take place. 

If India is to embark upon a programme of devel- 
opment and loans have to nave a role of their own in 
the execution of this programme, it is a matter of consi- 
derable importance to formulate clearly the principles 
of borrowing by the local authorities. There is not and 
cannot be any difference of opinion as to the desirabi- 
lity of financing the capital expenditure on remunerative 
undertakings. There is no objection on principle to 
using the current revenues for such enterprises. The 
local authorities can very well, if they have abundant 
surplus over and above their current needs, devote their 
resources to the acquisition of revenue-earning enter- 

g rises. That will be a good investment for them. 

ut the local authorities are nowhere in the happy 
position of having at their disposal funds in excess of 
the amounts needed for their current expenditure; and 
in India there is not even the remotest possibility of their 
bdhg able to have lar^e investments in their own under- 
takings without starvmg their vital services. It may, 
therefore, be assumed that the tight policy for financing 
the capital expenditure on local, commercial or quasi- 
commercial enterprises will be borrowir^. 

There also is or cannot be any di^ence of opinion 
that recourse to borrowing for meeting current expendi- 
ture should, as a rule, be avoided. Local authorities may 
be permitted to raise short-term loans for carrying on 
their administration in anticipation of the accrual and 
collection of their ordinary revenues; but such loans 
should not remain outstanding for more than a few 
months and must be repaid out of the general revenues 
on maturity. In other words, it should be an accepted 
maxim of local finance that deficits ought to be avoided. 
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and when they occut in spite of the utmost care in the 
management of finances, as they must in some cases, 
they may be met from temporary loans which should 
be quickly redeemed by the levy of the additional taxa- 
tion or the adoption of the measures of economy. 
Local authorities, like the Central and Provincial Govern- 
ments, may have to borrow because their receipts at a 
particdar time fall short of their expenditure. That 
may, as a matter of fact, be taken as a normal feature of 
the finance of the local bodies. Their taxes, like those 
of all public authorities, are collected periodically and 
their expenditure is continuous. The excess of expen- 
diture over income is bound to occur in some months 
of the year, and local authorities must either have suffi- 
cient cash balances or resort to short-term loans. The 
maintenance of balances for the purpose is desirable up 
to a certain point, but it will not be an unsound practice 
even for the local authorities to do what the centrd authori- 
ties do as a matter of ordinary Treasury routine, viz., 
to rdy on temporary advances for tiding over such defi- 
ciencies of revenue. But these exceptions only empha- 
size the importance of the general nfie that borrowmg 
for meeting current expenditure is ■wrong in principle 
and ought not to be resorted to. 

Between the two extremes of all borrowing for (he 
capital expenditure of the remunerative or self-support- 
ing enterprises and no borrowing for the current expen- 
diture there is a li^e debatable ground — ^to borrow 
or not to borrow? what is current eqjenditure or rather 
what items of expenditure can be rightly charged to the 
current revenues ? The expenditure on a school build- 
ing, town-hall or roads is ordinarily regarded as capital 
expenditure, and it is generally taken for granted that 
it is wrong to charge it to the revenues of the year in 
which it is incurred. But why is it ■wrong ? The ex- 
penditure is extraordinary in the sense that a local area, 
once it has built itself a town-hall or some other public 
building, is not likely to be called upon to erect another 
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building for the same purpose for several years or may 
be decades. It may, therefore, be convenient to meet 
such expenditure from the borrowed funds, pay interest 
and repay capital from the revenue and redeem the loan 
in a short period. If that is done, it merely involves an 
extension of the principle that the gap between the 
current needs and the current income may be tempo- 
rarily bridged by borrowing. The fiscal year is after 
aU an artificial and arbitrary division in the life of a 
local body, and if it is right to borrow in June 1943 
in anticipation of the revenue collections of October 
1943, it cannot be wrong to borrow in 1943 in antici- 
pation of the revenue of 1943-33, when certain require- 
ments have to be met and the revenue to meet them is 
not in hand. It is merely device for attaining a better 
equilibrium between the income and expenditure over 
say a decade. If this view is taken as correct, borrowing 
by a local authority to defray an extraordinary expendi- 
ture of this kind may be regarded as a legitimate use of 
public credit provided the liquidation of hie loan is not 
unduly delayed. 

This view, however, rests on the assumption that 
the local authority concerned will not have to incur 
similar expenditure during the currency of the loan. 
But in a progressive, dynamic community development 
has to be a continuous process and the need for carrying 
out permanent improvements an ordinary feature of its 
organhed corporate life. The expenditure on such 
objects may not be current but is recurrent, and though 
it has a wider range of fluctuations than the ordin^ 
expenditure of a local authority, it cannot be regarded 
as extraordinary if we are not to, as we ought not to, 
take the fiscal year as a self-contained unit not for account- 
ing purposes, but for the purpose of having a sound 
financial policy. In India this consideration is of special 
importance. The fullest development of the local ser- 
vices is really the moat important part of the national 
reconstruction, and as that cannot be carried out at a 



LECTURB VII 


207 


Stroke or in a short period of time, the development of 
these services will necessitate improvement of and addi- 
tion to the physical equipment of the local bodies, 
from year to year. Drainage works, sewers, school 
buildings, health and welfare centres, and roads have all 
to be constructed and will require enormous capital 
outlay for which funds cannot possibly be found in a 
year or even a decade. To treat this expenditure as 
extraordinary and raise loans for meeting it, will involve 
assumption of a static order when the very possibility 
of our launching a programme of this kind depends on 
the community of being able to respond to a tremendous 
dynamic urge from within. Development expenditure, 
therefore, cannot be regarded as capital expenditure in 
the ordinary sense of the word. It is the very best kind 
of national investment, but its dividends are incalculable, 
not only because the expenditure is enormously bene- 
ficial but also because its return cannot be allocated. 
That is so in every country; but in India where the future 
is our only asset, the local authorities cannot afford to 
go on borrowing for these needs which are sure to be as 
constant as they are urgent, without incurring the risk 
of insolvency. 

This places us on the horns of a dilemma. The 
local authorities cannot depend exclusively or mainly 
on loans for equipping themselves with the requisites 
of a progressive 1^, but they also cannot stand sdU. 
They cannot possibly afford to put o|F the duty of liqui- 
dating disease, ignorance, and stagnation or rather the 
nation cannot afford to let them put it off any longer. 
But there is absolutely no chance of their being able to 
defray die entire or the bulk of the capital expenditure 
necessary for a satisfactory development programme 
from their general revenue. The expansion of services 
will increase their recurring expenditure and any expan- 
sion of revenue, that may be realiaed by the development 
of their resources and their more e&ctent administra- 
tion, will all be needed for keepiug pace with the growth 
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of lecurting expenditure. There does not seem to be 
any way out of me difficulty except that the bulk of their 
capital expenditure on development should be provided 
by the central authorities. The Provincial Govern- 
ments ate already giving grants for capital expenditure. 
These capital giants will Mve to be much more fully 
developed; and though it would be inadvisable even for 
the provincial Government to make use of loans for 
meeting this liability as a matter of ordinary practice, 
borrowing for this purpose by the Provincial Govern- 
ments should not be ruled out altogether. The Uni- 
ted Provinces Government floated a Development 
Loan some years ago, the proceeds of which were used 
for ‘unproductive’ expenditure. The Government of 
India disapproved of the policy of the United Provinces 
Government and pointed out that the use of borrowing 
powers for unproductive expenditure was against the 
letter and the spirit of the rules under which the Provin- 
cial Governments were empowered to borrow under 
the Government of India Act, The United Provinces 
Government not only committed a technical offence, 
but also followed a policy which was intrinsically wrong 
because they spent a very large part of the Development 
Loan not for developmental but for decorative purposes. 
But a Development Loan need not necessarily be wrong 
under all circumstances. It may be right and even 
necessary to borrow to speed up the carrying out of 
a programme of development, the completion of which 
may otherwise be unduly delayed. But this power must 
be sparingly used for, as pointed out above, in India 
development is not, and for a long time wiU not be, 
an extraordinary but an ordinary activity of our local 
and central authorities and ought, as a rule, to be a charge 
on the ordinary revenues of Ae Government. 

The necessity of levying special assessments for 
developing local resources and financing some of the 
commetciS undertakings has been stressed already in 
the previous chapters. Hece it is, however, necessary 
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to State that fo£ the execution of schemes which are to 
be partly or wholly financed from the proceeds of spe- 
cial assessments, the use of loan funds will also be neces- 
sary. Special assessments are generally levied in instal- 
ments, because the entire cost of improvement cannot 
be recovered from the owners of the benefited property 
in one lump sum. The interval between the inception 
of the scheme and the recovery of its cost from the pro- 
perty owners makes it necessary for the local authority 
to provide itself with funds from some source to carry 
out the scheme of improvement, and as such schemes 
generally entail heavy expenditure, it is necessary to raise 
loans for meeting the outlay until the amount is realized 
from special assessments. The use of loan funds in this 
case is legitimate inasmuch as it is another case of the 
use of public credit for anticipatory purposes. Special 
assessment will have to be very widely used in future, 
and that will necessitate resort to loans for the execution 
of schemes of development. 

But whether development is financed from taxation, 
loans, grants or special assessments, it will be necessary 
to have a well-defined scheme of development for each 
local authority and for all local authorities taken together. 
Devdopment of the local areas is going to be a very big 
undertaking and can only be carried out if the policy and 
methods of its execution are thought out well in advance. 
Now the Ptovindal Governments consider the appli- 
cations for loans from the local authorities from year to 
year, and though in some cases the loans are granted in 
instalments, the practice of having a long-term programme 
of capital expenmture has not been adopted or even con- 
sidered necessary. This is a short-sighted and wasteful 
policy. If we are to make the most of our limited 
resources and adhere rigidly to the policy of satisfying the 
essential needs of our national life before we turn 
to the non-essential ones, it is absolutely necessaty 
to have a long-term financial programme and well- 
ordered sequence for the carrying out of the schemes 
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of development. Each local body must, with the help 
of the experts, who may have to be provided by the 
Provincial Governments, draw up a five ‘ or ten-year 
programme; and it ought to be one of the most impor- 
tant functions of the Local Government Board, which, 
as suggested later has to be constituted to co-ordi- 
nate and regulate the activities of the local authori- 
ties, to correlate this local programme and have 
a provincial plan of development. This plan must, 
as a matter of necessity, be flexible and be digged fcom 
year to year if there is a change in the circumstances under 
which it has to be carried out. But there ought to be 
a plan and a programme of development based on a 
careful consideration of the capital needs of the local 
authorities and their relative importance and of the funds 
available for satisfying these needs. We have been, 
in the past, living from hand to mouth in the matter of 
development. We must, in the future, have a well- 
considered programme for accelerating the pace of 
progress and having a comprehensive and sound bor- 
rowmg policy for the local authorities and the Provin- 
cial Governments. 

At present the Government of India and die Pro- 
vincial Government exercise effective control over the 
loan policy of the local authorities. Municipalities and 
District Boards generally borrow firom the Provincial 
Government*-, though in a few cases they raise loans 
firom the public dso®. The Presidency Corporations 

^ Since 1889 there has been maintained in each Province the Pro- 
vincial Advance and Loan Account from which the Government 
makes advances to local bodies and other borrowers. The funds 
from which these loans were made until 1921 were treated as being 
provided by the Government of India from their balances, for 
which the Provincial Government had to pay interest. Since the 
ist Aptil, 1921 the entite responsibihty rot financing the Pio- 
vindid Loan Account has been transferred to the Provincial Loan 
Account. 

*The relative importance of the amounts borrowed from tbe 
Government and the public may be gauged by the fact that in 1929 
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have borrowed large amounts in the open markets, but 
the object, the amount, and the terms of the loans have 
in all cases to be approved by the Provincial Govetnmencs 
and when the amount exceeds Rs. 25 lacs also by the 
Government of India. In the Acts governing the consti- 
tution of the Calcutta, the Madras, and the Rangoon 
Corporations there are statutory Hmits^ as to the amount 
of the debt charges which include charges on account 
of interest and repayment of loans. These Corpora- 
tions cannot raise loans if their debt charges are in excess 
of the statutory proportion of the annual value of tlieir 
assessable property. The loans accounts of all local 
bodies are audited by the Government auditor® and the 
Government generally scrutinizes the local budgets 
in order to ensure that adequate provision has been n^e 
therein for the payment of interest and the repayment 
of loans. 

The maintenance of control over the borrowing 
powers of the local autliotities has its justification in 
the necessity of providing safeguards against the abuse 
of public credit which can arise so easily if the local 
autnorities are given complete freedom to have thdr 
own loan policy, and it is desirable that even in the future 
most of the restrictions which are now imposed on 
the borrowing powers of the local authorities should 
continue. But it is doubtful whether anything is to be 
gained by having mechanical statutory debt limits on 

MuaidpaUties and District Boards borrowed Rs. 56.75 lacs from 
the Government and Rs. 5.67 lacs from the public, and of Rs. 5 .67 
borrowed from the public, Rs. 5 . 18 lacs represented the loan raised 
by one municipality, vk;^,, Karachi. 

^ Jn the Cmcutta Municipal Act the limit laid down is 10 p.c. 
of the annual value of the assessable property, in tiie Madms City 
Municipal Act p.c., and in the Rangoon Municipal Act, 13 p.c. 
The futility of prescribing these limits is commented upon a little 
later. 

® In the case of the Bombay City the Government has the right 
to appoint an auditor for eitamining all Corporadon accounts, 
Indudbg the Debt Account, but has not exercised this right. 
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their power to raise loans. The device of fixing a pro- 
portion between the taxable wealth of local bodies and 
the amount of their debt has been ver^ widely used in 
the U.S.A., but the evils of indiscriminate borrowing 
by the local authorities have not been remedied on that 
account , and it ought to be obvious that fixing an arbi- 
trary limit like that which we find in the Presidency 
Corporation Acts referred to above cannot serve any 
useful purpose. The amount of loans which a locd 
authority can safely raise without overstraining its 
credit may have some relation to its total revenue, but 
cannot be determined merely by the value of its assess- 
able property. The ability of a local authority to pay 
interest and repay capital depends upon the purpose 
for which it borrows, the assets which it creates by its 
capital expenditure and the general management of its 
finances. A debt limit which applies uniformly to loans 
raised for commercial enterprises, roads, oifi.ee buildings, 
and parks cannot but be arbitrary and valueless. In 
America the States exercise very little control over the 
borrowing of the local authorities, and had, therefore, 
to devise some rule-of-thumb, and make-shift device 
for curbing their tendency to borrow recklessly. 
The futility of this method has been established there; 
but in India if we continue to have administrative super- 
vision over the loan policy of the local authorities, and 
each loan proposal is examined with reference to its ob- 
ject, its relative utility compared with the other proposals 
whidi may be in the field and the general financial posi- 
tion of the local authority concerned, the potential evils 
of indiscriminate local borrowing need not arise in India. 

The period for which the local loans are allowed 
to remain outstanding at present varies but does not 
exceed skty years, and generally is less. There cannot 
be any generd rules as to the length of the period during 
or in which a loan must be repaid. The anticipatory 

^FubJfe Borropin^ by Paul Studensky, pp. 50-67. 
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loans must, of coutse, be tepaid when the tevenue, in 
anticipation .of which they are raised, is collected; but 
in other cases the period must be fixed in each case with 
reference to the object and terms of the loan and the 
state of the money market. Loans raised for financing 
the commercial undertakings may, it is not necessary 
to state specifically, remain outstanding for a longer 
period than the loans raised for other purposes. It 
can oe argued that in the case of the commercial under- 
takings, if proper provision is made for interest charges 
and depreciation, loans may be allowed to remain out- 
standing indefinitely. But probably it will be a sounder 
policy to make, as suggested below, the redemption of 
loans raised for the commercial enterprises a charge on 
the revenues of the enterprises themselves and fix a long 
period for their redemption. 

, There ate various methods of repaying public debt. 
But of these three are more commonly used. The 
first is liquidation by the provision of the sinking fund. 
A certain amount is set apart every year and invested 
in some form of approved securities. Interest accrumg 
from the investment is also invested so that the origin^ 
amount grows at compound mte of interest. The amount 
which is invested every year is determined by the period 
of the maturity of the loan and is so fixed that the total 
amount invested during the period together with the 
amount of accrued interest from investments equals the 
amount which falls due at the maturity of the loan. The 
other method is the system of what is called the terminal 
annuities. According to this method the investors or 
the creditors get back their capital and receive interest 
on their investments in a series of equated payments 
which consist both of interest and capital, but the capital 
element in which increases and the interest element 
decreases as the loan gets progressively liquidated. And 
the third method of repayment is the system of serial 
bonds, the issue of which is so arranged tliat a certain 
proportion of them mature every year and the loan is 
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thereby repaid in a certain number of fixed instalments, 
the interest, of course, being paid cn the^ outstanding 
bonds. 

In India the first two methods are being used for 
the repayment of local loans. For loans from the public, 
the sinlnng fund method is commonly used and the 
Government loans are generally repaid in a series of 
equated payments, their amount depending upon the 
period for which the loan is granted. The only ob- 
jection to the sinking fund method is that the local author- 
ity at times cannot resist the temptation of raiding the 
fund or ‘borrowing’ from it, as the act is sometimes 
euphemistically called, to ease the strain on its general, 
revenues. This contingency has been adequately pro- 
vided against under the various Acts, because the sinlc- 
ing fund securities are held in trust for the local authori- 
ties concerned by some officers of the Government, 

f eneraUy the Accountant General and the Finance 
ecretaiy, and the value of the securities in the fund is 
revised uom time to time; and if their market value 
is less than their face value, the local authorities are re- 
quired to reimburse the difference. The method of 
equated payments evenly distributes the burden of 
the repayment of the loan, and the local authorities can- 
not evade the liability unless the Government grants 
them temporary suspension in view of some exceptional 
circumstances. Both methods, therefore, ensure the 
repayment of the loan according to well-defined princi- 
ples and are equally satisfactory for the purpose. If 
the view express^ bdow that the local authorities should, 
as a rule, borrow from Government is correct, the method 
of equated payments will have to be used even to a 
greater extent than it has been in the past. 

There is one point which is of great importance 
in connection with the question of the repayment of 
loans; but which has not received any attention so fiir. 
The point is that it ought to be decided as to whether 
the redemption of debt should be a charge on the general 
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levenue of the local authorities ot whelhei the debt of 
the remunetative entetprises or the ‘productive’ debt 
of the local authorities should, even when it is raised on 
the security of rates and taxes, be repaid out of the revenue 
of the remunerative enterprises concerned. In India 
the question has not been of practical importance be- 
cause the local authorities have very few remunerative 
enterprises. But in the case of the water-works aiad the 
markets and slaughter-houses, the two most important 
quasi-commercial enterprises of the local bodies in India, 
not only the interest but also the sinking fund charges 
and equated payments are thrown on the general revenues 
of the local authoiities. There are a few exceptions. 
In Bombay, for example, the interest and sinking fund 
charges are debited to the water-works and the mar- 
kets and slaughter-houses accounts in proportion, of 
course, to the amount of municipal investment in those 
undertakings. But gernerally these items of expendi- 
ture are charged to the general revenues of the local 
authorities. 

This practice has arisen owing to the local bodies 
not distinguishing between the capital and revenue 
accounts. Depreciation funds have not been instituted 
and proper provision is not made for meeting the inter- 
est and repayment charges. We ate here, however, 
concerned only with the question of the repayment charges. 
Should they be debited to the general revenues or the 
revenues of the enterprises ? imswer to this question 
depends upon the policy which commends itself as 
suitable in a particular case. There can be no objection 
to a loan being redeemed out of the general revenues 
of a local authority provided the interest due on the 
amount is charged to the enterprise even when the 
loan has been completely liquidated or even if the 
amount is not so charged, at least the amount 
chargeable is known so that the amount of subsidy 
from the general revenues to the enterprise may be 
correctly calculated, for not charging interest on the 



2I6 


LOCAI- FINANCE IN INDIA 


capital expenditure on an undertaking amounts to sub- 
sidizing to the extent to which it is relieved of its interest 
liability. But generally speaking each business under- 
taldng should not only be liable for interest and depre- 
ciation charges but ^so provide its own redemption 
jEund. The question as to whether on the extinction of 
the loan, the benefit of relief from the interest charge 
should go to the general tax-payer or the consumer of 
the service wiE depend on the policy which the local 
authority wants to follow in a particular case. It can 
either continue to charge the users of the service the 
same rales and draw contribution from the earnings of 
the undertaking in aid of the general fund or reduce 
the rates and let the user of the service have the benefit 
of being able to buy it more cheaply. But in either case 
the reckmption of the loan from the revenues of the 
undertaking will give us not only a self-supporting 
enterprise out also an enterprise which will liquidate 
its own liabilities. If this course is followed, the rates 
during the currency of the loan will have to be high enough 
not only to cover the maintenance, interest, and depre- 
ciation charges, which must, of course, be coveted in 
any case, but also the redempdon charges. There may 
be cases in which it would be inadvisable to raise the 
charges in order to provide for the redemption of the 
loan. But even when that is the case, it ought to be 
known how far the enterprise is being assisted from 
contributions from the general revenues. But the 
general policy should be to let each enterprise be both 
self-supporting and self-liquidating. That will be good 
accounting, good business and also, in most cases, good 
finance. 

The local authorities, stated above, generally 
borrow from Government and the Presidency Corpo- 
rations have large public loans. Even if the local authori- 
ties borrow" from Government, the latter has to borrow 
from the public. The issue, therefore, is not between 
borrowing and not borrowing so far as pubKc authori- 
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ties as a whole ate concetned, but between bottow- 
ing by one* authority tathet than by the othet. The 
only argument fot direct borrowing by the local authori- 
ties from the public can be that they can thereby tap 
certain reserves which caimot be tapped by the central 
authorities. The Provincial Governments have, since 
1921, been given independent powers of borrowing and 
have exercised them to a certain extent. But their 
experience proves the unsoundness of the contention that 
there are certain reserves which can only be drawn upon 
for public borrowing if the authorities subordinate to 
the Government of India make their own arrangements 
for raising their loans^. No hidden reserves of capital 
have been brought to light by their independent borrow- 
ing, and its only result has been that they have had to 
borrow at a higher rate of interest than they would 
have paid if they had borrowed only from the Govern- 
ment of India. 

In India, the market in which the public authorities 
can borrow is limited. There is need for mobilising the 
capital resources of the community, but that can better 
be done by centralized than by decentralized borrowing. 
But for the development of the capital resources of the 
country the development of the bai^ng system and the 
provision of facilities for the small investors are more 
important than public borrowing. Centralized borrow- 
ing will be more economical and also have the advantage 
of enabling the country to turn its capital resources to 
the best account. It has been suggested elsewhere that 
there ought to be constituted a National Loan Council® 
which should be in charge of the entire borrowing 
operations of the public authorities and have a programme 
of development based on a comprehensive survey of the 
needs and resources of the covmtry. Each Provincial 
Government should apply to the Loan Council for loans 


^ Gyanchand, 'The Essenfiab Federal Finanee’ pp. 294-97. 
* Ibid, pp, 300-03, 
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and receive its annual allotment from it according to its 
needs, the availability of funds, and the importance of 
Its requirements compared with the importance of the 
requirements of the other Provinces. 

For each Province, however, there should be, as 
there is now, a Provincial Loan Account, which should 
be self-supporting and operated by the Local Government 
Board. The different local authorities should apply to 
the Board for loans every year and the Board should, 
in granting loans, be guided by the considerations on 
the basis of which the Loan Council itself will grant 
loans to the Provincial Governments. The Provincial 
Loan Account should be financed by the Provincial 
Governments from borrowed funds and their cash 
balances, and its incomings and outgoings should be 
incorporated in the general financial operations of the 
Government. Borrowing by tlie local authorities from 
the public should not be prohibited; but recourse to it 
should be permitted when it can be clearly demonstrated 
diat that course has some distinct advantages of its own. 

The conservative policy, which the Government 
of India have so far followed in the use of public credit, 
has been good finance but bad public economy. In 
future the National Government will have to adopt a 
bolder loan policy in the interest of accelerating the 
material and social development of the country. The 
local authorities wiU share in the benefits of lie new 
policy and setup a much quicker pace of development 
and progress. But as has rieen stressed already, the use 
of loans for the social development of the country, though 
perfectly legitimate in itself, ought to be only a second 
string to the bow, the first being the development of the 
tax and non-tax resources of the country. The very 
scale of development nec^sitates our passing a self- 
denying ordinance on ourselves, for the full develop- 
ment eff our tax resources wiU call for a very large measure 
of self-denial. But for the devdopment of our non- 
tax resources we wUl have to resort to more extensive 
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public-boitowin^. It wouldj however, be a mistake 
to ban borrowing for social development ' altogether. 
There may be cases in which borrowing for iinancing 
capital expenditure on some scheme of development may 
be urgently called. A very good case can be made for 
making use of the loan funds for school buildings' for the 
introduction of a scheme of universal primary education 
within a very short period of time?-. But each case has 
to be considered on its own merits and reckless, indis- 
criminate borrowing has to be carefully provided against. 


1 If the programme of educational development outlined in the 
Sargent Report costing Rs. 312.60 crotes per year on education as 
a whole and Rs. zoo crores on primary education is to be carried out, 
enormous capital expenditure would obviously be inevitable. In 
the Report the need for breaking ‘the vicious cirde’ is stressed and use 
of loan fiinds or capital resources for making a good start strongly 
advocated. 



LECTURE VIII 


LOCAL EXPENDITURE 

Tti theoty the local authotilies in. India have very 
wide powers and can exercise many functions; but in 
practice their capacity to contribute to or develop the 
well-being of the people is strictly limited owing to the 
want of funds. The expansion of their resources is 
the primary condition of the expansion of their services 
and has had, therefore, to be dealt with at some length. 
The proposals made in the preceding chapter should, 
if they are dven effect to, enlarge their revenues. It 
is not possib£ to estimate in advance the extent to which 
the proposed changes will improve their fiscal posi- 
tion; but that it wiU be considerable does not admit of 
any doubt. But howsoever considerable it may be, it 
cannot be adequate for the needs of the local bodies. 
They are charged with functions the full development 
of which will really amount to the reconstruction of our 
whole national life, and that, once we embark upon it, 
is going to be an immense undertaking and call forth 
every ounce of energy that we have and can mobilise. 
There is no prospect, it has been already stated, of our 
being able to have the necessary resources to attain in 
the near future the level of development which even the 
least ambitious amongst us will consider the very mini- 
mum which we ought to aim at. We have to do our 
very best and, for the rest bank on hope ; but what is 
really important is that if the nation can spur itself 
to the effort necessary for making a concerted onslaught 
on ignorance, ill-Kealth, and inertia, it wHl have to rise 
to heights which will make the limitations of resources 
appear a less serious difficulty than it would otherwise 
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be. The vcty preparedness to attack the problem in 
right earnest in the face of the stupendousness of the 
task, wiU luring into being reserves which will give us 
self-confidence and assurance that the difficulties are not 
insuperable. These intangibles are not money but are 
good money-maldng devices when we need money for 
providing conditions for the re-birth of the nation. 

The difficulties, however, will not vanish; they will 
have to be surmounted, and since an undertaking of this 
sort must essentially be national in its scope and mean- 
ing, we will have to harness aU agencies for carrying 
it out. Dissipation of resources owing to the lack of 
a proper division of functions or effective co-ordination 
must be prevented, and all public authorities, central, 
provincial and local, have a definite place in this drive 
for national regeneration. This can best be done by 
considering the problem as a whole and making 
‘essentials first* the ^ding principle of public policy 
and administration. It is not easy to secure complete 
unanimity as to what the essentials are; but there is not 
and cannot be any difference of opinion that public health 
and education must have precedence over the other 
needs of the community in the allocation of public reve- 
nues. Money for making a satisfactory provision for 
these two needs cannot possibly be found merely by the 
development of die local resources. Development of 
all public resources is an imperative necessity and an 
essential condition for the success of a programme of 
national reconstruction. But the point witii which 
we are concerned here is that die local bodies by them- 
selves cannot assume responsibility for launching diis 
enterprise and will need guidance and assistance from 
the central authorities; and since thdr resources arc 
and will be limited, it is a matter of primary importance 
that they should be charged only with those mnctions 
for the administration of which their co-operation is 
necessary, and a fair proportion of the expenditure on 
which they may be able to meet from their own resources. 
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The ptoportion of expenditute which the local 
authotities can be expected to find from their own funds 
for any of the services assigned to ihem cannot be very 
large if the full expansion of those services is to be pro- 
vided for. The Hattog Committee estimated the 
total expenditure on the introduction of the compulsory 
and free primary education at Rs. 19.5 crores^. Ele- 
mentary education is only one of the services the need 
for the development of which is urgent. Public health, 
which should include the expenditure on the improve- 
ment of the towns and villages, is another need of the 
community which simply must be provided for much 
more adeepately and will, of course, require immense 
amount or expenditute. Education and public health 
between themselves involve an amount of expenditure 
which will not only strain the resources of the local 
authorities but also of the whole nation, and it will, 
as stated above, be absolutely necess^ to mobilize 
the resources of the whole community to do any- 
thing effective for accelerating the progress of the 
country.® 

^Vide He Hartcg Committee Rs^or/, Chapter XIV, Section III. 

How very meagre this estimate was has been shown by the 
estimated recurring annual expenditure on elementary education in 
the Sargent Report to which a reference has been made already. It is, 
as stated before, not possible for the Provincial Government to find 
Rs. aoo crores needed for the purpose. The amount cannot be found, 
at all, as stated in the Sargent Report, “without all-round develop- 
ment of national resources through a rational expansion of industry 
on the one hand and improvement of agriculture on the other”. 
This, of course, means that provision for free and compulsory edu- 
cation for all must remain an unattainable ideal without moderni- 
sation of our economic life and its utmost development through 
comprehensive economic planning. But if full teconstmetion of 
our economic life can be carried, the cost of providing &ee and 
compulsory and universal elementary education will have to be a 
fcharge on national resources and wiH be beyond the means of local 
authorittes. 

* As it is very large propotdon of the educational ej^enditure 
cibatged in local budgets is mally being met out of provincial funds. 
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This argument, of course, reinforces the conclusion 
that the fullest development of the so-called local ser- 
vices has to "be made a charge on the entire national resour- 
ces; but it also points to another, and that is that it 
is no use distinguishing between the obligatory and the 
optional functions of the local authorities and f naking the 
lists of both unduly long when we know for a fact that 
for the discharge of their very elementary duties, they 
will need assistance from the central authorities on a very 
liberal scale. Local authorities are now responsible for 
numerous duties, but for the want of funds they do not, 
as it is very well known, perform any of them with any 
degree of efficiency. They are now expected to provide 
both for the secondary and elemehl ary education, though 
there has been a welcome tendency during the last two or 
three decades to relieve them more and more of their 
expenditure on secondary education. They have their 
own hospitals and are encouraged to devote a part of 
dieir resources to the introduction of schemes of sani- 
tation and public health; and in this case also there has 
been at work the tendency to relieve them of their expen- 
diture on medical relief and emphasize the importance 
of promoting schemes calculated to prevent rather than 
cure diseases. They maintain both the main and the 
local roads, and the Provindal Governments have been 
either increasing their grants for the maintenance of the 
main roads and in some cases taken them over from 
them and made them a charge on the provincial 
revenues. They are, of course, responsible for conservancy, 
drainage and water-works and carty^ out many miscella- 
neous functions like stock-breeding and veterinary 
relief. They are at liberty to devote their funds 

In X959-40 out of the total educational expenditure of Us. 717.16 
cfores charged in local budgets Rs. 420.57 was covered by provincial 
grants. That is more than four-sevenths of the local educational 
expenditure is already not a charge on local revenue and the proportion 
is btJuud to increase when the task of providing free elementary 
education for aU is seriously taken in band. 
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to anything which is likely to contribute to the comfort, 
convenience, and general well-being of the people. 

The tendencies referred to above to mdke the local 
authorities primarily responsible for primary education, 
preventive medicine, and local roads shows a trend which 
has been forced upon the Provincial Governments and 
the local authorities by the logic of facts and has to be 
more fully and consciously developed. The question 
is more of expediency than of princmle. Local authori- 
ties in other countries are responsible for the mainten- 
ance of the pohee, the hospitals, the secondary schools 
and in some cases even the colleges and the universities. 
Even in those countries the need of a larger degree of 
co-ordination has made it necessary for the central authori- 
ties to assume powers of supervision and control 
over the administration of these services, but the question 
of the re-allocation of functions has not become there 
a matter of practical importance. In India the situation 
is different. The social services here are almost, if not 
entirely, undeveloped. Funds for the development of 
these services are exceedingly limited and their inade- 
quacy is specially acute in the case of the local authori- 
ties. We nave to make the most of every penny that 
we have, and in the development of these services we 
have to press into service, it may be repeated perhaps 
for the twentieth time, our entire actual and potential 
resources. It is, therefore, necessary to devise an 
arrangement under which the local authorities may take 
their place in this comprehensive,all-embracing, and co- 
ordinated national effort to get started on a career of 
rehabilitation and progress. To bring matters to a success- 
ful issue it is essential that each agency of national 
reconstruction should have specific functions and discharge 
them to the utmost limit of its capacity and according 
to a wdl-considered and well-defined scheme. 

It is suggested that the above object can best be 
achieved by relieving the local authorities of all expen- 
diture other than the expenditure on primary education. 
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public health as distinguished from medical relief and 
purely local roads, and the tendency, which has led, 
almost forced, the Provincial Governments to assume 
responsibility for the other functions, should be carried 
to its logical conclusion. The development of these 
three functions will give the local authorities full scope 
for the exercise of local initiative and enterprise and 
make it necessary for them to draw upon aU their reserves 
of energy and civic ardour. These are the services for 
the devdopment of which the co-operation of the local 
authorities is essential and cannot be carried out unless 
local interest and knowledge are mobilized and placed 
at the disposal of those who will have to be at the helm 
of affairs in the direction of the supreme national effort 
to make the country conscious of its possibilities and 
give it the determination to realise them. These 
services are both essentially national and local in the sense 
that they cannot be satisfactorily provided for unless 
the nation collectively and the local authorities severally 
are fired with a zeal and determination to strive for their 
fullest development. 

In 1928-29 the local authorities spent Rs. 3.95 crores 
on education from the local funds. These ate old figures 
but can be used for illustrative purpose. This amount 
was spent as follows : — 

Loeal JBxpenditiire on EJmatm m 1928-29 

Rs. (lacs) 


Direction, Inspection and Buildings, etc 67 

University Education . . . . . . . . . . . . 3 

Secondary Education . . . . . . 75 

Primary Education 242 

Special School . . . , 8 

Total . . 395 


It will be seen that the local authorities were spending 
about two-fifths of their total educational expenditure 

15 
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on objects other than primary education, and this amount 
can be practically saved and utilized for primary edu- 
cation if the only educational charge on the local revenue, 
as it ought to be, is the direct expenditure on primary 
education. The amount spent on buildings for primary 
schools must, of course, be reckoned as expenditure on 
primary education, and whether their cost should be 
charged to the local or provincial revenues is a point 
about which there cannot be laid any general rule; but most 
of the non-recurring expenditure on education will have 
to be met from the provincial funds and possibly from 
the receipts from loans raised by the Provincial and 
Central Governments. But as regards the remaining 
non-primary educational expenditure there can be no 
quesdon that it ought to be charged to the provincial 
revenues. There does not seem to be much sense in 
regarding the local authorities as the agencies for the 
introduction of schemes of free and compulsory primary 
education and undertaking to contribute from half to two- 
thirds of the expenditure involved from the provincial 
funds (as is the case in most of tlie Provinces) when about 
two-fifths of the existing educational expenditure of the 
local authorities is being incurred for puinoses other 
than primary education. It will simplify the adminis- 
tration of grants if this re-allocation of functions is made 
and the local authorities are definitely relieved of the 
duty of providing for education above the elementary 
stage. 

Inspection ought to be a function of the Provincial 
Government. It is so even now and the Government 
expenditure on inspection in 1928-29 was Rs. 95 lacs 
and that of the local authorities only Rs. 7 lacs. Of 
the Government expenditure, of course, only a part 
was sjient on the inspection of the primary schools, 
but the fact ihat the ratio between the provincial and 
local expenditure on inspection is 13*1 shows the predo- 
minant position of the Provincial Governments in this 
sphere. The inspectors employed by the local authotir 
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lies are only nominally under their control. They 
have to carry out the orders of their departmental super- 
iors and perform their duties according to the rules 
laid down by the Provincial Education Department. 
This is as it should be. Inspection is a supervisory func- 
tion and all supervisory functions should be assigned 
to the Provincial Governments and made a charge on 
their revenues. 

The local expenditure on university education con- 
sists of a number of items, but of these the two important 
ones are the expenditure of Rs. 1.62 lacs on the medical 
college maintained by the Bombay Corporation and Rs. .45 
lac on an intermediate college by a municipality in the 
Madras Presidency. Seth Gordhandas Sundardas Medical 
College, Bombay, has an endowment, but the Corpora- 
tion IS spending the above amount on its maintenance. 
The nunaber of medical colleges in India is known to be 
very small in relation to our actual needs, though the supply 
of doctors, as the supply of aU professional men, has 
outrun, apart from the emergency need created by the war, 
the effective demand of their services. But the primary 
duty of the Corporation is, or at least should be, to im- 
prove the sanitary conditions of the city and prevent 
the avoidable loss of life that is even more appalling in 
the Bombay city than it is in most other parts of India. 
With a rate of infant mortality of 316 per mhle, the death 
rate of nearly 30 per milie and some of the worst slums 
in the world, Bombay is spending Rs. 1.62I lacs on medical 
education of about 200 students when the same amount 
could be spent on combating disease and improving the 


1 Since 1929 there has been some improvement in mortality itfi 
Bombay. The death rate for 1959 was 26.3 per thousand and 
rate of infant mortality 21 1.7 per thousand. The total expenditure 
on Medical College was Rs. 2,62 lacs in 1939 and then opendicuie' 
on each student was Rs. 531, The Bombay coi potation is the' 
most progressive municipal corporation in the country, but stil# 
a lot remains to be done for the improvement of public health of its 
citizens. 
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sanitaJy conditions of the town. The amount, it is true, 
is a very small fraction of the total expenditure*' of Bombay, 
and the Corporation is spending more than Rs.40 lacs 
•on its Public Health Department, but even then it is 
wrong to spend this amount on maintaining a medical 
college -when there are so many crying needs which 
cannot be attended to for lack of ninds. This is 
only an illustration of how very necessary it is in India 
to act upon the maxim of “essentials first” in the allo- 
cation of local expenditure. The same considerations 
hold good in the case of the Municipality in Madras 
which is maintaining an Intermediate Arts College of 
its own. 

The expenditure on special schools is incurred on 
institutions like Arts Schools, Normal Training Schools, 
Technical and Industrial Schools. It also includes 
•expenditure of Rs.a lacs on adult education to which 
not only no exception can be taken, but which has to 
have a very important place in any scheme of mass edu- 
cation. But the remaining expenditure of Rs. 5 lacs 
ought not to be a charge on the local revenues. The 
objects for which the amount is spent are all highly 
.desirable from the national standpoint and the amount 
•spent on them from the provind^ revenue was Rs, 1.04 
■crores, more than twenty times the amount spent from the 
local revenues. This amount can be increased many times 
•over and still it -will not be adecjuate for the needs of 
the country; but the point which is bdng urged here is 
that the expenditure of Rs. 5 lacs for these purposes from 
■the local revenues involves unnecessary overlapping 
of functions and can easily be avoided by provindalizing 
all the spedal institutions which are now being maintained 
by the local authorities. They are the institutions 
which requite superior management if they are to be 
dfident, and ought also, on that account, to be under 
die direct control of the Provindai Governments. There 
is evowthing to be gained hj transferring these charges 
from me local to the provindai funds. This will release 
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funds foi ptimaty education and bting home to the 
local authqtities the vital importance of concentrating 
their attention on the fullest possible development of 
mass education. 

By universal consent provision for compulsory 
primary education is the most urgent need of the commu- 
nity. At present out of over 6 crores children in the age 
group 3-X4 age about 1.20 crores are reading at the pri- 
mary stage. But it is also recognised that a drastic 
reorganisation of the system of elementary edu- 
cation has to precede the introduction of compulsion* 
because, as the Hartog Committee has pointed out,i 
to compel pupils to attend or to stay in the present in- 
efficient school would involve unprofitable expenditure 
and add to the enormous waste which is already taking 
place. This qualitative and quantitative improvement 
in the output of primary schools is a stupendous task for 
the carrying out of which the nation has to equip itself. 
It is not a task which the local authorities cannot oe pos- 
sibly expected to discharge without aid from the Pro- 
vincial and the Central® Government. But it is evi- 
dent that if they are made responsible only for 
primary education, they will need all the resources 
that they have at their disposal or can develop and also- 
all the assistance that they can get from the central authori- 
ties; and, therefore, their bemg relieved of all other 
educational duties will only result in the proper alloca- 
tion of functions and avoid their unnecessary overlapping. 

^ Tie Hartog Comntittee tKeport, Chapter IV, para, loz. 

®It has been suggested dsewhere that the Governineat of 
India should grant subsidies to the Provincial Governments for 
financing schemes of mass education. This is, for reasons which need 
not be given here, the best method of making contributions from the 
central exchequer to the provinces on the population basis, and will 
have the advantage of facilitating the implementing of national 
policies in the actuS working of the system of education in the different 
parts of the country. ' 

Vide Gyanchand, "Tht Bismtials of Federal Finance p. yaaT 
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The suggestion has the suppott of commonscnse and the 
facts; and it is very easy to put it into effept.^ 

In. the sphere of public heith there is the same over- 
lapping of functions. The Provincial Governments 
and the local authorities are both providing medical 
relief.® The main hospitals are being administered and 
financed by the Provincial Governments, but the local 
authorities are also spending considerable proportion 

1 In the Sargent Repoit the policy of handing over admirusliation 
of education in lower stages to local bodies has been very severely 
criticized and it is stated that before embarking on their reconstruction 
programmes the Provincial Governments should resume all educational 
powers from local bodies. This view has been and can be fully 
supported by citing the dismal record of local bodies in the adminis- 
tration of education. The charges of inccmpctencc, irresponsibility, 
ill-treatment of teachers, nepotism and other forms of graft, to which 
the Report makes a pointed reference, are justified by the facts of the 
case, and it is essential to remedy these evils if the scheme of the post- 
war educational reconstruction is to yield the expected results. But 
if the remedy, however, involves the relieving of local bodies of all 
responsibility in matters of education, it is not certain that the remedy 
will not prove worse than the disease. If the local bodies cannot be 
trusted to have a share in the administration of education, they will 
also have to be relieved of the functions in regard to public health 
and communications; for the importance of those subjects is not less 
than that of education from the national standpoint. 

It has been duly stressed in the text that there is need for unity 
of national policy and co-ordination in the sphere of education, but 
the success of the post-wat educatioual reconstruction will depend 
as much upon local knowledge and interest, as upon central direction, 
co-ordination and, of course, financial assistance. At present local 
bodies are not, as a rule, competent to discharge any important public 
function, but one of the most important tasks ahead is to raise the 
level of administrative efficiency and honesty of these bodies. 
To relieve them of all important functions is the counsel of despair 
and not the way out of the existing difficulties. 

* In 1939 there were in the country j,6jo hospitals, out of which 
4,195 were supported by local bodies, 566 by the Provincial Govern- 
ments And 889 were private-aided. In 1939-40 the muntoalities 
spent Rs,a . 30 crorcs on hospitals, etc., and the District Boards . ao 

crores or Rs, 4.30 crorcs in all while the total expenditure of the 
Central and Provincial Governments on hospital and public health 
was Rs. j,8a crores. 
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of their total public healih expenditure on the maintenance 
of hospitals, which though nominally under the adminis- , 
trative control of the local authorities, are practically 
managed by the Provincial Medical Department. There 
has been, as stated akeady, tendency to take over some 
of the more important hospitals from the local authori- 
ties and make them a charge on the provincial revenues, 
but still there is a great deal of confiision of policy and 
practice and medical relief is still regarded a function 
and in some Provinces an obligatory function of the 
local authorities. 

The other tendency, which manifested itself is the 
complementary to the tendency to relieve the local 
authorities of the expenditure on medical relief. This 
tendency is the increasing recognition of the fact that 
in matters of healtli, more than any other matter, pre- 
vention is much better than cure, and for prevention 
the education of public opinion is far more important 
than the provision of institutions. The local authori- 
ties are much better fitted to undertake the preventive 
than the curative fianedons and can be utiUizea to work 
out schemes of health-improvement for the success 
of which their co-operadon is of very great importance. 
The appointment of a few sanitary inspectors and health 
officers in some of the principal towns before 1921 
was the beginning of this change of outlook. Ginser- 
vancy, drainage, and water supply are essentially pre- 
ventive functions, and they have, since the very incep- 
tion of the municipal self-government in India, been 
regarded as the primary functions of the municipalities. 
But the significance of the appointment of a few health 
officers lies in the fact that it can be taken to mean 
to be an expression of a conscious deske to make 
public health a sphere of corporate constructive 
activi^, i.e., to make use of the knowledge of the con- 
stitution of man, his environments and ^ other factors 
bearing on health to provide a sound basis for the phy- 
sical ^deacy of the nation. The development of thia 
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tendency since 1921 is a dearer recognition of the same 
vital need. But -what has been done is a beginning and 
only a beginning of the work which lies before the 
nation. 

The growth of what is called “preventive medicine” 
is one of the most remarkable features of public health 
activities of the State in most of the dvilized countries of 
the world. It is not easy to draw the Hne between the 
preventive and the curative medicine, but what is meant by 
preventive medidne is fairly well understood and can be 
made the basis of a clearly defined public policy.^ There must, 
of course, be a certain amount of overlapping between 
the two, and what is more, a provision for a large measure of 
co-operation between the preventive and curative branches 

1 Sit George Newman, ex-Chief Medical Officer of the Mimstry 
of Health of England has enumerated the following principal ele- 
ments as the articles of a national policy in Preventive Medicine: — 

I. Heredity and Race. 

а. Maternity, and the care, protection and encouragement of 
the function of motherhood. 

3, Infiint welfare and reduction of infant mortality. 

4. Health and physique of the school child and adolescent. 

j . Sanitation of the environment, the control of the food supply, 
and the improved personal and domestic life in the home. 

б. Industrial hygiene and the health of the worker in the 
workshop. 

7, The prevention and treatment of infectious diseases. 

8, The prevention and treatment of non-infections diseases. 

9, The education of the people in hygiene. 

JO. Research, enquiry and investigation, and the extension of 
the boundaries of knowledge. 

George Newman, ‘*Aii Outline of the Praetiee of Preventive Medicin^' , 
page 131. 

These articles not only include the prevention of disease, infec- 
tious and non-infectious, but also its treatment. That would, of 
course, include medical relief, hut it is not possible, as remarked in 
the tea^ to have a clea3>cat distinction between medical relief and pre- 
ventive medicine, but as a statement of the important features of 
national policy. Sir George’s enundation is as comprehensive and 
dear as it can be. 
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of public health services. There must also be a provi- 
sion for institutional treatment as a part of the preven- 
tive medicine, but greater reliance has to be placed in 
the latter upon propaganda, public education, the im- 
provement of the sanitary conditions and the adoption 
of measures calculated to ensure the provision of pure 
water supply and unadulterated food for the public. 
Preventive medicine itself is only the negative aspect 
of the policy which must eventually lead to the adoption 
of measures calculated to achieve positive results in the 
domain of physical well-being. Reduction of the death 
rate, and of the rate of infant mortality, the prolongation 
of life and the removal of causes which generate ill- 
health and diseases are necessary but prelimmary steps 
to the adoption of policy which will aim at using the 
discoveries of social genetics and dietetics, of the Ptin- 
ciples of town-planning and public hygiene, and of the 
law governing the inter-relation of mmd and body and 
of all other knowledge bearing on public health to develop 
not only a strong and healthy race of men and women, 
but also to create conditions which will make physical 
efficiency, beauty, and grace essential elements in the 
cultural life of the nation. In other words, preventive 
medicine must, as a matter of course, lead to the 
adoption of what may be called creative social policy in 
building up the bodies of mrai andwomen^. 

In India, however, we cannot hitch our wagon to 
a star at the outset and must concentrate on matters 
like water supply, drainage and education of the people 
in personal and social hygiene. Most of the towns 
are still without protected water supply and in the rural 


^ This observation is subject to the very important reservation 
that in India poverty is the most important cause of ill-health of the 
people and the health problem, like every other vital problem, can- 
not be solved -without the solution of the problem of poverty. The 
creative public health policy, to which reference is made in the text, 
can be adopted and developed only when out people attain ‘freedom 
from wanV through fundamental economic changes. 
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areas, in. spite of the spasmodic attempts to improve the 
■water supply of the '\dllages by giving the grants-in- 
aid from the provincial treasury, the problem of pure 
water supply has still to be taclded. The sanitary 
conditions of most of the towns and of all rural areas 
are, it is well kno-wn, deplorable and a proper system of 
drainage has still to be provided. The fact that in 
India, in spite of the progress that has been achieved, 
our death rate and the rate of infant mortality are about 
the highest in the world, is only an outward index of the 
extremely unhealthy conditions under which the nation 
is living at present. The introduction of compulsory 
primary education is perhaps the most important ini- 
tial step which has to be t^en to remove the obstacles 
in the way of public education in health; but that, of 
course, will only facilitate the carrying out of a programme 
of public health improvement. The programme itself 
■will have to be worked out ■with great care and due consi- 
deration of all the relevant factors, and for its execution 
we will have to work up local enthusiasm and enlist the 
co-operation of enlightened elements in the community. 
In a country like India preventive medicine is not only 
the right policy but also true economy, because it will 
give a better return for a small e:q)enditure than any 
other kind of health work. Local authorities are, _ as 
remarked above, better fitted to carry out preventive 
measures than to pro'vide hospitals and dispensaries 
for remedial treatment, and since the policy of preven- 
tiott will, if it is to be adecjuate and effective, require 
all their resources and pubhc spirit of their members, 
it is necessary that they should devote their funds and 
attention exclusively to the adoption and development 
of the preventive measures. 

Since 1921 in some Provinces the dual poHcy of the 
provincialization 'of main hospitals and the ^ development 
of publip health activities or the Municipalities^ and 
Local Boards has been followed; but iu spite of it the 
medical relief is costing local authorities nearly Rs 4.5 



UECTORE VIII 


•235 


cfoi’es. In some cases the contributions were levied upon 
them for the,maintenance of hospitals which were entirely 
under the control of the Provincial Governments^ 
In other cases even when the hospitals were maintained 
and managed by the local authorities, their control over 
them was more or less nominal; and the control of the 
Qvil Surgeon, the chief medical officer of the district, 
over the administration of the hospitals and dispen- 
saries of the Municipalities and the District Boards is 
all but complete. In the interest of efficiency it is 
probably necessary to exercise departmental control 
over local medical institutions, but the only interest 
which the local authorities have in their administration 
is limited to the provision of funds; and, of course, the 
extent to which they have to support the institutions 
over which they have very litde control, to that extent 
they are unable to develop their other activities. 

It is necessary to increase the number of hospitals 
and dispensaries and provide much more extensive 
facilities for medical rehef, but that is a dut^ which can 
be discharged much better by tlie Provincial Govern- 
ments than by the local authorities. The recently appointed 
health officers of most of the Provinces belong to Pro- 
vincial Service and work under the direction and adminis- 
trative control of the Provindal Public Health Commis- 
sioners. This step has had to be taken to secure the 
services of properly qualified men for the execution of 
public health schemes. The question of the relation 
of the Health Officers to the Executive Officers of ffie 
local authorities is one of the many questions which 
have to be faced and solved in cases in which, for finan- 
cial and a dmini strative reasons, the Provincial Govern- 

1 The local axithorities have to contribute towards the mainten- 
ance of institutions under the control of the Provincial Government 
in a number of cases. In 193^-40 the local bodies had, for example, 
to findRs. ^ . 20 lacs for maintaming schools managed by Government. 
It has been stated in the text such apportionment of expenditure is 
wrong in theory and unnecessarily confusing in practice. 



236 


LOCAL FINANCE IN INDIA 


meat and the local bodies have to co-opetatc in the 
carrying out of public policies. But as it has, been already 
remarked, the success of preventive health activities 
depends more upon local than provincial factors, and 
local knowledge and interest have to be fully utilized in 
order to get the best results. It will, therefore, be an 
improvement even from the administrative standpoint if 
in regard to public health there is re-allocation of 
functions suggested in the preceding paragraphs, i.e., 
medical relief should become purely a provincial func- 
tion and preventive medicine the only health function 
of the local authorities. 

As an integral part of the public health activities of 
the local bodies, there ought to be a provision for slum 
clearance, rebuilding, expansion and improvement of 
houses in the urban and the rural areas. Besides the 
three Development Trust Acts of Bombay, Calcutta, 
Madras, the United Provinces and the Punjab have their 
Town Improvement Acts, under which the schemes of 
general improvement can be framed and executed with 
me sanction of the Provincial Governments. The 
Development Trusts of the Presidency Town have carried 
out large schemes of improvement, and under the 
United Provinces Act, the Improvement Trusts have 
in the past operated in Cawnpore, Allahabad and Lucknow. 
In Madras and the Punjab the Acts provide for the pre- 
paration of schemes for rebuilding, expansion and im- 
provement, but in spite of the fact that in Madras, since 
1927, the preparation of the improvement schemes has 
been obligatory for all local bodies, very little progress 
has been made in carrying out measures of improvement.^ 

^ Progress iu Madras, though slow, has been going on, and every 
year new scheaes are being sanctioned by the Government and put 
into operation. In 1929-30 the Government sanctioned six schemes 
in the Salem Munidpanty, two schemes in the Kaine Municipality 
and a scheme in each of the Municipalities of Maduta and Valloie, 
and in the same year five Municipalities were called upon to prepare 
and submit schemes of improvement in respect of such of their 
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In India cities, towns and viilages ate all so insani- 
tary and filliiy that the necessity of relaying out the plans 
of all inhabited ateas and rebuilding of houses cannot 
but be obvious to anyone who knows the actual condi- 
tions. But to de-house and re-house the whole nation must 
appear a utopian enterprise when it is realized how very 
cflmcult and immense the undertaking must, in the very 
nature of things, be. And yet it is extremely unHkely 
that any substantial progress will be made in bringing 
about a permanent improvement in the health of the 
people unless their housing conditions are vastly im- 
proved. That, of course, means that stupendous as the 
task is, it has to be undertaken^. Financing of this huge 
undertaking will present problems of its own, and taxes, 
loans and special assessments will all have to be utilized 
to provide funds for the schemes of improvement. But 
when it is realized, what the full application of the ptin- 
dples of preventive medicine involves in the way of 
town planning and town improvement operations, the 
necessity of relieving the local bodies of the responsibi- 
lity for the maintenance of hospitals and dispensaries 

areas as were recommended by the Director of Town Planning. 
The Madras Town Planning Act, 1920, and the Punjab Town Improve- 
ment Act, 1922, are the two measures which can, given the will, be 
made instruments for bringing about considerable improvements 
in the housing conditions of the people, But the actual progress 
made is far from satisfactory. In 1929-jo, the Madias Municipsmties 
spent Rs. 2.42 lacs on town planning out of which only Rs. 31 
thousand were contributed from the general fund. 

t In the Madras Presidency, which is probably ahead of all other 
Provinces in this respect, only Rs.1.14 lacs of capital espenditure 
was incurred on town planning in 1939-40 — obviously inade- 
^ate for making any teal headway in this respect. In the United 
Kingdom the Labour Government, is, as is wdl known, committed 
to the poUcy of town and country planning on a very ambitious scale 
and is likely to vest the local authorities with large powers for the 
acquisition and development of land. We in India are in fai worse 
position in the matter of housing and will have to adopt bold, 
imaginative and efiective measures to make this country fit for men 
to live in. 
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will be readily conceded. The preventive and con- 
structive phases of public health policy shade .off into each 
other; ana though in India, as remarked above, we have, 
in the near future, to be content with the adoption of 
measures like improving the w'ater supply, drainage and 
conservancy arrangements, our horizon should not be 
limited by them. In framing and developing the pub- 
lic health policy its constructive aspect should be cons- 
tantly kept in view. Town planning and town improve- 
ments are both preventive and constructive measures 
and are, on that account, of special interest and impor- 
tance. The execution of these measures is going to be 
one of the major problems of local finance, the solution of 
which will involve strain on our entire resources. This 
strain will, however, have to be endured for the physical 
regeneration of the nation is impossible unless people 
can be provided with sanitary and healthy dwellings and 
the towns ate planned to make them real units of commu- 
nity life. 

In connection with town planning and town im- 
provement there is one point of administration about 
which it is necessary to say a few words. The Devel- 
opment Trust Acts of the Presidency Towns provided 
for the constitution of Special Trusts for the carrying 
out of schemes of improvement and development. 
On these Trusts the Municipal Corporations were 
represented, but the real control was in the hands of the 
Government. The Improvement Trusts constituted 
under the United Provinces Act were also semi-ofl&dal 
bodies on which also the Municipal Councils were repre- 
sented. In the Punjab Act too there is a provision for 
the constitution of ad hoe bodies the chairman and three 
members of which are to be nominated by the Govern- 
ment and three members to be elected by die _ Municipal 
Councils. Under the Madras Act the execution of ihe 
improvement schemes is entrusted to the Municipalities 
themselves though thete is a provision, if necessary, for 
the constitution of Special Trusts for the purpose. 
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The constitution of Special Trusts for the execution 
of the development schemes in Bombay in 1898 implied 
a lack of confidence in the capacity of the Coiporation 
to carry out the schemes. The same consideration 
holds good in the case of the Calcutta Improvement 
Trust and also in that of three Improvement Trusts 
of the United Provinces. The Bombay Trust has 
been dissolved and its property and functions have 
been vested in the Corporation which is carrying its 
duties through a committee of its own; and there is no 
reason to suppose that there has been any deterioration 
of the standard of administration on that account. In 
the Madras Presidency the work of improvement has, 
until now, been carried out by the Mumcipal Councils. 
There is no prima facie case for constituting ad hoc bodies 
for the execution of the town planning and improvement 
schemes. The constitution or two bodies for the dis- 
charge of practically the same functions cannot but 
lead to friction and disharmony between them. There 
is a great deal to be said for the Government exercising 
a certain measure of control over the preparation and 
execution of the schemes of improyement and develop- 
ment; and it is also necessary to maintain a separate 
Development Fund and distinguish clearly between 
its capital and revenue accounts. But there is no neces- 
sity for creating a semi-official body for carrying out 
the schemes of improvement. A committee of the 
Municipal Council can, with the assistance of a few co- 
opted engineering, public health ^d financial experts, 
be trusted to do the work as efficiently as any ad hoc 
body specially constituted for the purpose. 

Besides education and public health the local bodies 
in India, as in every other country, have been and are 
responsible for the development of roads for the con- 
struction and maintenance of which they receive large 

f rants ficom the Provincial Governments. There Ms 
een a tendency to economise on roads since 1921 
and the net expenditure on them from the local funds 
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hasj if we allow for the increase in the cost of construc- 
tion, not increased in the last decade.^ While the local 
authorities have, under the stress of the new forces, 
been trying to establish a new eq^uilibrium in expenditure, 
the road problem in India, as also in other countries of 
the world, has been revolutionized by the remarkable 
development of motor traffic in the last few years. The 
growth of motor traffic is a factor which has not had 
time as yet to produce its full effect; and in years to 
come its influence on the life of the nation will certainly, 
it can be safely predicted, grow in importance and it 
will create new problems by breaking the isolation of 
the countyside and exposing it even more fully now to 
the disturbing effect of the forces emanating from remote 
and distant quarters. The influence of the new forces 
will be profound and far-reaching and not be confined 
to any one sphere of national life. 

But even during the short period that this new method 
of transport has been in general use it has created condi- 
tions under which “the road development” in the 
words of the Indian Road Development Committee, 
“here, as elsewhere, is passing now beyond the financial 
capacity of local Governments and local bodies, and is 
becoming a national interest, which may, to some 
extent, be a proper charge on central revenues”®. The 
natioml aspect of the problem has already received re- 
cognition by the fact that, according to the recommenda- 
tion of the Road Devdopment Committee, special 
taxation has been levied for the development of roads, 
a c«ittal fund instituted for giving grants to the Pro- 
vinces and a Road Board constimted for co-ordinating 
the development of roads in the Provinces. In the 
Provinces ^emselves the Road Boards have been consti- 

^-Fronti 15^13-14 to 1926-27, according to the Indian Road 
Dcvdojwaent Committee, the Pfovindal expenditure on roads has 
increased by no p.c. and the local cjmenditure by 16 p.c. Vide 
Tl/e Indtun Divthpamt Cammitfet %$port, para. 

* Vide Th Lilian RW tfmlopmint ^port, para. 5 7. 
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tuted to give cohetence and unity to the ptogramme of 
toad development ftom the provincial standpoint. A 
glance at the road map of India will readily show the 
need for formulating a national road policy, and pro- 
viding for inter-provincial and inter-local co-operation 
in its execution. 

At present roads are a provincial subject and the 
Government of India does not maintain any roads out- 
side the minor Administration Areas which are directly 
under their control. The Road Development Committee 
classified roads in the Provinces under five headsh for 
three of which it has been able to give figures of mileage. 
Of the total road mileage of 199,140, 47,770 were provin- 
cial and 151,370 local. In other words, 23.8 p.c. of 
roads in these three classes are maintained by the Pro- 
vincial Governments and 76.2 p.c. by the local authori- 
ties®. The remaining two dasscs of roads, with large 
but unascertained mileage, are also maintained by the 
local authorities. These facts bring out the important 
position which the local authorities occupy at present 

1 Excluding toads in Municipal areas, roads in British India 
may be roughly divided into the following five classes: — 

(1) Roads wholly or mainly maintained from provincial reve- 
nues; 

(2) Roads maintained from local funds, that is, from the funds 
of district councils or boards with grants-in-aid from pro- 
vincial revenues; 

(3) Roads maintained from local funds; 

(4) Roads maintained by minor local bodies such as union boards 
and village pancheffats', 

(5) Roads maintained by the villagers themselves. 

* Vide the Indian Road Dev$lopment Committee Report, para. 19. 
The latest available figures are for 1937-58. The total road mileage 
for that year was 284,191 miles out of which 220,485 miles were 
unsurfaced toads and the rest metalled roads. The total mileage 
of roads maintained by local bodies was 244,797 miles, most of them 
were, of coarse, unmetalled roads. The position, it would appear, 
has not materially changed since 1926-27, 

16 
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in. the toad system of the country, such as it is, and 
also the need fot developing a properly co-ordinated 
road system in the future. 

The vital importance of developing the road system 
of the country has been emphasized by both the Indian 
Road Development Committee and the Agricultural 
Commission^ and has since then been further emphasized 
in the post-war development scheme of the Government 
of India. This development is necessary in the interest 
of the economic, politick and social progress of the country, 
and the schemes of development have to provide for not 
only the arterial and main roads, but also the feeder or 
radial and the village roads. It is the villages which 
specially need efficient means of communications, and it 
is not much use building a system of main roads if they 
are not connected with one another and there are no 
feeder roads to connect them with the villages. It is 
because of the importance of the feeder roads that the 
Indian Road Devdopment Committee has recommended 
that grants from the central fund be given for the con- 
struction of not only the arterial but also the feeder roads'. 
The growffi of motor traffic wiU not jdeld all the bene- 
fits of which it is capable unless provision is made for 
efficient communications for the villages. 

At present though most of the local roads are main- 
tained by the local authorities, they in Madras, Bombay, 
the Central Provinces and Assam are also responsible 
for the construction and maintenance of provincial or 
trunk roads, and in some Provinces the Provincial 
Public Works Department incharge of some of the 
district roads. Local authorities receive grants from the 
Provincial Government for the construction and main- 
tenance of trunk roads, and the grants for them are given 
on a more liberal scale than for the local roads, but even 
then a part of the expenditure on the trunk roads has 

^Vide Tie A0ti0tlt«ral Cmtalsskn "Rspart, para, z^S. Tie 
TJn^m 'SLmA Ttmkpiifenl Coiamittet ^port, patas. 
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to be borne by the local revenues. For a properly 
co-ordinated, road system it will be necessary to have a 
system of classification according as the roads are national 
or provincial highways or are of different degrees 
of importance from the local standpoints. It may be 
desirable for the Government of India to assume res- 
ponsibility for the constmetion and maintenance of the 
national highways of commerce, but as long distance 
traffic is still likely to be carried by the railways, the pre- 
sent arrangement of using the Provincial Governments 
as agencies for the management of the inter-provincial 
roads will probably have to be continued for the future.^ 
But as between the Provincial Governments and the 
local autliorities there ought to be a clear allocation of 
functions, and the latter ought to be relieved of all 
financial and administrative responsibility for the manage- 
ment of the non-local roads. The local roads will, as 
remarked above, have to fit into a national system, and for 
their development, the local authorities will have to be 
subsidize more liberally, according to their “necessity’* 
and “ability”; but in view of the undeveloped state of local 
roads and their being reduced to "an impassable morass” 
during the rains, it is a matter of the utmost importance 
that they should concentrate on the development of 
purely local roads. These remarks apply to the roads 
in the rural areas. The roads in the urban areas or the 
municipal roads wiU, of course, have to be maintained 
by the Municipalities, for which they will receive grants- 
ia-aid, and in the case of the roads which are a part of the 

^ In the post-war road development scheme of the Government 
of India action on the lines indicated in the text seems to be fore- 
shadowed. The scheme provides for metalling of all existing roads 
and constructing for 300,000 miles of new metalled roads with a 
idew to give the country a propedy co-ordinated and well-developed 
road system and to bring most villages within half a mile of a metalled 
road. The scheme is estimated to cost RB.400 crores and will have 
to be financed by the central and provincial authorities, its execution 
being completely beyond the means of the local authorities. 
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arterial roads they will be entitled to special grants from 
the provincial funds. r 

Primary education, preventive medicine including 
town planning and town development and local roac£ 
will, if the reasons given in the preceding paragraphs 
are sound, be the only main functions of the local authori- 
ties, and they will be relieved of responsibility for 
secondary and technical education, hospitals and dis- 
pensaries and non-local roads. They will also be relieved 
of the functions like stock-breeding and veterinary 
relief, because of the very simple fact that the three 
vital functions referred to above must have precedence 
over every other functions in the allocation of their 
resources and energy. It may be convenient in some 
cases to make use of the agency of the local authorities 
for the carrying out of schemes of the economic and 
social betterment of the people which are initiated and 
financed by the provincial authorities. There ought 
to be an ample provision for a full measure of co- 
operation between them and the local authorities in all 
matters of general well-being, but this should not involve 
any expendimre from the local revenues on objects other 
than the three for which they will be primarily respon- 
sible. 

Besides these three functions the local authorities 
will, of course, perform minor functions and spend 
money on general administration. But the practice 
of digging the cost of supervisory functions to the 
local revenues, which was fairly common until 1912, 
should not be revived in any guise or form and even 
the function like the assessment of the capital 
value of real property, which, as suggested in Chapter 
rV, ought to be provincialized, shoidd be a charge on 
the provincial revenues. It has been made abundantly 
cle^ that the conception of local functions, which are 
of interest only from the local standpoint, is antiquated 
and put of hwmony with the facts of life. All vital 
functions are nationalj only in some cases it is convenient 
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to have a decentralized, and in other cases a central- 
ized, adcoinistration. Just as the grants-in-aid accord- 
ing to needs are a necessary incident of the decentral- 
ized administration of national services, the inability 
of the local bodies to provide for efficient assessment 
of local property is an incident of the limitations of the 
elective system and, therefore, the centralization of 
assessment can properly be made a charge on the 
provincial revenues. 

It has also been made quite clear that in view of 
the fact that the whole future of the nation depends upon 
the administration of functions assigned to the local 
authorities, the Provincial Governments and, in some 
cases even the Government of India, cannot help taking 
a lively interest in the administration of these services. 
If in matters of education, health and communications 
we are to have, as we must, national policies, the central 
authorities will have to take an active part in the formu- 
lation of policies and programmes and in laying down 
the underlying principles of administration. It is al- 
most inevitable that me impetus for undertaking large 
schemes of development should come from the centre. 
Local authorities cannot, owing to the very nature of 
their position, take long or wide views. The Provin- 
cial Governments will have to stimulate them through 
their supervisory officers, research bureaus and by making 
provision for joint meetings, conferences and other me- 
thods of formulating common policies. The practical 
application of these policies will require resourcefulness, 
energy and capacity for adaptation on the part of the 
local authorities and give them full scope for local ini- 
tiative and enterprise. The fact that me local ei^cn- 
diture will be limited to the three essential needs of the 
community whl not in any way have a stunting effect 
on the development of the local corporate life. 
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VILLAGE PANO-IAYAT FINANCE 

It is obvious that in India local self-government 
cannot become a reality unless it is built upon the sound 
foundations of village self-government, and, as pointed 
out already, village self-government, in spite of the 
ineffectual attempts made in recent years to establish 
Village Panchayats and Union Boards in the different 
parts of the country, does not exist in India, and has to 
be created. Before 1921 there was no real desire on the 
part of the Government to make the villages self- 
governing units in the administration of locju affairs. 
The Decentralization Commission urged the imperative 
necessity of introducing self-government in the villages, 
and the Government of Inma, in their Resolution of 
1915, endorsed that view and laid down general princi- 
ples for the guidance of the Provincial Governments, 
jbut nothing was done, and there was no genuine wish 
to do anything. 

Since 1921 various Village Self-Government Acts 
have been passed; and several thousand village authorities,’' 
have been established and in some Provinces a certain 
measure of progress has been achieved. But so far as 

^The ptesent position of Village Aifthorities in the tnajor pro- 
vinces is as follo-ws: — 

In T[9}9-4o in Bengal there -were 5,ia6 Union Boards 
covering an area of 56,840 square miles. Their total income in that 
year was Rs. 104. 98 lacs and e2q>enditute Rs. 103.46 lacs. Rs, 
80,56 lacs of their income was derived from the Union Rate out 
of which Rs. 62.21 lacs represented the Chaukidati Rate for rural 
police but the amount spent for the purpose was Rs. 51.54 lacs or 
49. 8 p.c,, of the total income and Rs, 61 .96 lacs were spent on local 
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the country as a whole is concerned, the problem of 
village sell-government has still to be solved. The 
necessity of rural reconstruction is universally admitted, 
and it is now also appreciated that the problem has to be 
dealt with as a whole. Departmental handling of spe- 
cific problems, which has so far been the rule, cannot, 

improvements, etc. Income of the Union Boards on the average 
amounted to Rs. 2,048 and the expenditure a little less. Besides rural 
police the Union Boards spent on roads (Rs. 8 . 49 lacs) water supply 
^s. 8.18 lacs), drainage conservancy and sanitary measures (Rs. a. 27 
lacs), primary education (3 . 01 lacs) and medical relief (Rs, 3 . 60 lacs). 

Bombtff — ^In Bombay there are three types of Village Authorities. 
A few (20) are constituted under the Bombay Act i of 1889 but most 
of them under the Bombay Village Panchayat Acts, 1933 and -1939. 
The number of the latter was 450 in 1939-40, their income Rs. 2.60 
lacs and their expenditure Rs. i . 29 lacs. 

Madrat — ^In Madras the village authorities are divided into two 
classes; — i/kj;., Malot Panchayats and Minot Panchayats. Ma)ot 
Panchayats in 1939-40 were 264 and had been constituted under the 
Madras Local Board Act 1920. Incidence of taxation per head of these 
bodies was as. 9-9 out of income of as. 14-3, their total income 
Rs. 3^.31 lacs and total expenditure Rs, 31.36 lacs. The total income 
of the Minor Panchayats was Rs. 29.35 lacs and total expenditure 
Rs, 13.08 lacs and their total closing balance was Rs. 14.05 — ^more 
than the total expenditure. The most important sources of reve- 
nue of Major Panchayats were House Tax, Market fees and Profes- 
sion Tax. 

I TJmted Bminees—in the U. P. there were in 1939-40 4,809 Village 
Panchayats constituted under Act VI of 1920. But the number of 
Panchayats which were really active were comparatively small though 
earnest efibrts seem to have been made to infuse life into them. 

Bebar — In Behar, as in Bengal, there have been constituted 
Union Boards under the Village Administration. Act of 1922. 
They levy a tax on persons genermy called the Union Rate, bulk of the 
receipts of which are used for maintaining rural police, but a small 
portion is also utilised for local works of public utility. The Union 
Boards are subject to the control of the District Boards and rural 
police is entirely under the district authorities. On die average 
each Union Board is constituted for an area of five to ten mUes. 
There were 152 Union Boards in that Province in 1929-30 and their 
number has not materially changed since then. 

B^'ab — ^In the Punjab the ViRage Authorities have been 
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as the Agticultutal Cominission has pointed out/ be of 
any avail. In this work of reconstruction the expert 
has to play an important part and the administrative 
officers have to co-operate enthusiastically in the exe- 
cution of the welfare schemes; but “the matter”, in the 
words of the Agricultural Commission, “largely rests 
with the people themselves”.® They have to be awakened 
to the supreme need of working out their own salvation 
and given the necessary instruments for the purpose. 
That is why it is of the utmost importance that the 
village self-government should be placed on a sound 
footing and fuUy developed. There is no hope of our 
being able to malce any real headway unless we can get 
active and efficient village authorities to function with 
the whole-hearted and intelligent support of the people. 

The successful functioning of the Village Pandiayats, 
however, depends on our realizing that the conditions 
under which these institutions have to work now make 
it impossible for them to be “little republics”. The insti- 

coQstituted under the Punjab Village Panchayat Act. They per- 
form both judicial and administrative functions, They levy Village 
Rates on houses but rely very largely on fees, fines and other miscella- 
neous sources. Their foods are very limited and though they are re- 
ported to have performed useful judicial functions, they have done 
little, if anything, to develop local self-government in villages. 

C, P , — In the Central Provinces Village Authorities have been 
constituted under the C.P. Village Sanitation and Public Management 
Act and the C. P. Village Panchayats Act, both passed in 1920. In 
1939-40 there were 1,020 such bodies. They can levy Village Rates 
which is assessed according to circumstances and property but a large 
part of their income is derived from fees and fines. 

Assam — ^In Assam serious attempt for introduction of village self- 
government was made after the enactment of the Assam Rural Self- 
Government Act in J926. In 1929-30 there were 236 village authori- 
ties with total income of Rs. 57*0®° Since then the position has 
become worse. In 1939-40 there were only 79 village authorities 
with total income of Rs. 8,027. Ptactically village sen-government 
is non-ejdstent in Assam. 

'Vide Tie A^eultwd Commission "RjeporP, para. 423. 

8 Ibid, para, 39^, 
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tutions ■which maintained the economic and social life of 
India in its, integrity thtough the ■vicissitudes of political 
fortunes cannot be revived. Centralized administration 
was introduced into India by the British because of the 
needs of the bureaucratic system; but a very large degree 
of centralization has now become necessary owing to 
the work^ing of the centripetal forces of economic life. 
The villagers today cannot shut out these forces even 
when they do not understand their working or their 
effect upon their daily life. Village Panchayats, there- 
fore, cannot be merely autonomous little commonwealths 
containing within themselves aU the elements of vitality 
and ejBfiaen^. The Agricultural Commission says 
that the cultivator “is a member of a definitely organized 
community which, as far back as the history ot social 
organization in India can be traced, has been dependent on 
itself for the means of living and to a very large estent 
for its Government”^. There is a confusion of ideas 
in this statement owing to the fact that the effect of the 
conflict of the past and the future, which is such a marked 
feature of the Indian village Ufe, is not fully appreciated. 
The Commission admits in its Report that there is a stir 
of new ideas in the villages, and the introduction of 
‘market’ crops and motor ttafi&c has had and increasingly 
will have a profound effect on their internal economy. 
But it does not seem to realize clearly how these new 
factors radically alter the conditions of local govern- 
ment in the villages. 

The village cannot govern itself as it used to in the 
times “to wmch the history of social organization in 
India can be traced” or even in the comparatively rec^t 
times. The decay and disintegration of community 
life in the villages, which has now been going on for 
the last sis or seven decades, is not yet complete, but soon 
it will be. The definitdy organized community life, 
of which the cultivator was a member, is already a thing 


iVide The A^ultural Commission '&tport, para. J94, 



250 


LOCiL FINANCE m INDIA 


of the past in most places and will before long cease to 
be in the rest. The old customs and habits^ of thought 
and action will not vanish altogether. That does 
not happen anywhere, and certainly will not happen in 
the villages of India. But they will not have any i^c- 
tional importance as the order, of which they were a 
part or which gave rise to them, is passing away and has 
to pass away. The village has, however, a corporate 
life of its own which, if properly organized and made 
conscious of itself, can be made the basis of a new de- 
finitely organized community which has to take the place 
of the old. It is necessary to galvanize this life into a 
self-conscious creative activity. The village has its 
common needs which are not the less pressing because 
they are not the same as they used to be. It has, as a 
matter of fact, to take its place in the new order not as 
self-contained and self-sustaining unit but as an organ of 
the common life of the nation. Its own existence depends 
on its becoming aware of the radically changed condi- 
tions under whim it has to live and have its being and upon 
making the necessary readjustments. But the existence 
of the nation also depends on die extent to which the 
village can develop the new community life and in itself 
become the converging point of the forces which make 
for health and progress of the nation and the channel 
for their free and unobstructed flow. The village 
has to become the organ of national life, because the 
latter has to function through it and provide for itself 
the essentials of efficient and progressive life. 

The object of the reorganization of village life must, 
of course, be to foster the habits of local initiative and 
enterprise which arc now lacking because the villager 
does not understand the new situation and how to deal 
with it. The impulse, however, which has to set the 
process of readjustment going, has to come from without. 
In the past the village was dependent on itself for its 
means of living and, therefore, to a large extent, for its 
government. That is not so now. Its prosperity even 
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now partly depends, and in the futute will depend more 
and more, "on its capacity to face up to the facts of the 
outside world and adjust its economic life to them. 
The village could govern itself in the past because it was 
almost entirely independent of the course of events 
elsewhere. Now it nas been brought into the vortex 
of the world economy, and self-government which wiU 
suit it now must take account of the fact that the village 
no longer depends on itself for its means of living. The 
village cannot become an active unit of efficient and pro- 
gressive life unless it uses its corporate life to meet the 
new situation in a spirit of self-confidence and turn it 
to the best account. Its economic life must be healthy 
and reorganiEcd before it can be invigorated and resusci- 
tated as a djmamic centre of national life. To say 
this is to say that the village self-government has to be 
conceived, as a part of the whole scheme of rural recon- 
struction, the drive for the carrying out of which cannot 
come from within the village itself. All the agencies, 
which can contribute to the rehabilitation and develop- 
ment of village life, have to join forces and place at the 
disposal of the villager ah the resources of knowledge, 
science and organized life of the nation to arouse him to 
the necessity of making conscious readjustment to the 
situation with which he is confronted and provide him 
with the means to achieve that end. 

Though the village has to become the focal point 
for the working of all the Development Departments of 
the Government, and in the reorganization of its life the 
varied complex of numerous factors has to be reckoned 
with, its own life must retain the characteristics of effec- 
tive simplicity and function through its own organs of 
corporate life. There must not be an over-daboration 
of purposes and methods, and any unnecessary multipli- 
cation of agendes constituted for the purpose of the 
amelioration of the vill^es. If once me villager can 
acquire the habit of selfihelp and gain sdf-cqnfidence 
based on an intelligent understanding of what is to be 
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done and how it is to be done, he will be able to make 
use of his simple instiuments of collective life* fot launch- 
ing an eta of ptogtess and sustained activity on a new 
level of achievement. These simple insttuments will 
be the Co-operative Society and the Village Panchayat. 
The Co-opetative Society exists for bettet business and 
the Panchayat fot bettet living; but the trend of the argu- 
ment of this and the preceding paragraphs is that better 
living is impossible without better business which, 
in its own turn, is stimulated by all that makes for better 
life. Both, therefore, are necessary for the regeneration 
of the village and are, as a matter of fact, complimentary 
to each omer. 

From this point of view now, as in 1920-21, the 
existence of about one hundred and twenty-five thousand 
co-operative societies is, to the extent to which they are 
really co-operative, of much greater significance even 
from the standpoint of village self-government than the 
existence of a few thousand Panchayats. They bring 
into play and release the very forces on which the Pan- 
chayats must depend for their strength and growth; 
and the development of the co-opetative movement 
is, therefore, not only beneficial but essential fot the 
development of village self-government. Panchayats 
of the past throve on tiie soil of co-operation suited to 
the needs of self-contained village economy. Now the 
village is neither self-sufficient not self-subsistent. But 
still co-operation is the only hope of tire future; and it is 
when through the impetus given by the co-ordinated 
central effort the village can gam its new centre of gravity 
and develop its resources on a co-operative basis, that 
the village self-government has any chance of becoming 
a vital factor in the life of the nation. 

It docs not follow from the argument of the pre- 
ceding paragraph that the Panchayats should not be 
established unless the real co-operati've movement 

iThe co-op«atives, tlirongh which ecdnomic icgenefation of 
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is well under way and attain its object of placing the 
whole economic hfe of the village on a co-opetative 
basis. This will not only take time, but involve other 
changes in our economic system, which cannot be easily 
brought about. But it does follow from this argument 
that a village, which has lost its old integrity owing 
to the intrusion of new forces in its economic life and has 
not developed cohesive elements necessary for finding 
a position of new equilibrium, is a poor soil for the 
plant of self-government. The fact that in the last twer^ty- 
five years, in spite of the enactment of the village self- 
government laws in all Provinces, the progress made in 
file development of self-governing institutions in the 
villages has been extremely slow is due to the absence 
of favourable conditions. The establishment of Pan- 
chayats and their development will require initial 
efforts on a very large scale and constant vigilance 
on the part of officers specially appointed to he^) and 
watch the development of rural area. Madras has now 
its Registrar General of Panchayats, and in the Punjab 
a few Panchayat Propaganda Officers have been appointed. 
But what the villagers need is thousands of officers 
who should give them the guidance which they 
need so very badly for making improvement in the 
different spheres of life. These officers will be in charge 
of the general development of a group of villages to which 
they are posted, §ive the villager advice on matters like 
co-operation, sanitation, education and agricultural im-, 
provement and also be responsible for the establishment and 

villages has to be -worked out, must cover their entire economic life 
and include, besides credit, marketing, purchasing, processing, 
distribution and, more important than all other mnetion, joint 
cultivation. It is being increasingly realhed that this intractable 
problem of small and scattered holdings, which has such a 
repressive effect on the progress of agriculture, cannot be solved 
without co-opetative cultivation in some form or the other. The 
co-operative movement to which rrference is made here has to be a 
different order and much wider scope than this ofBciaJly-sponsored, 
liffiess movement to which the name has been given so far. 
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development of the village Panchayats. The Development 
Officers can, of course, not be experts in ev^ry subject; 
but their function should, as the Agricultural Commission 
has pointed out, be “to direct the villagers where to go 
for advice rather than to give that advice himself”^. 
The Development Officer’s real work, however, wiU 
be in the mrection of supplying leadership which, as 
every one admits, is the one thing which me cultivator 
lacks and cannot do witliout. The success of Panchayats, 
it may be repeated, will be determined by the aU round 
development of co-operative effort for the reorgani- 
zation of village life; and if the Development Offi- 
cer can be given the right conception of his duties and is 
imbued wim the spirit necessary for discharging them 
efficiently and well, he will be able to stimulate this 
comprehensive co-operative effort and foster its growth. 

The functions assigned to the Panchayats and the 
Union Boards under the different village self-govern- 
ment Acts give them sufficient scope for collective enter- 
prise. “Their duties include the supply of water for 
domestic use; the cleansing of public roads, drains, tanks, 
wells (other than tanks and wells used exclusively for 
irrigation) and other public places and works in the vil- 
lage; the construction, maintenance of minor roads, 
drains and bridges; sanitation, conservancy and the 
prevention and abatement of nuisances; the main- 
tenance and regulation of public buildings vested in the 
Panchayats or local committees and the control of graz- 
ing grounds; the lighting of the village, the supervision 
of me village school and the management and main- 
tenance of cattle grounds.”® These are simple duties; but 
if we can have Village Authorities all over the country 
which can undertake to provide for these elementary 
needs of the rural communiw, we can go a long way 
in carrying out the work of rural reconstruction. We 

^Vide The Affimltwral Cmmismn '&eporti pata. 423. 

*Vide Thp Cmaisskn pata. 39 j. 
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have to deal with the pioblems of povetty, imotance 
and ill-health in the villages. The problem of poverty 
will, as suggested above, be the spedal concern of the 
co-operative societies and the various Provincial Depart- 
ments which win use them for helping the villager to 
become more self-reliant and face the situation with 
understanding and self-confidence. But the problem 
of ignorance and iU-health are problems with which 
the Panchayats will have to deal. They too will need 
all the guidance which they can get from the Provincial 
Department through the Development Officer of their 
area. Their function will not be to initiate schemes or 
draw up plans of development. If they can co-operate 
whole-heartedly and intelligently in the carrying out of 
the schemes which they are advised to adopt, they wiU 
be doing all that they need or can do under the exist- 
ing circumstances. 

These duties, simple as they are, involve the outlay 
of very large resources^ which the Panchayats will have 
to be provided with. They will not only need guidance 
but also financial aid from the Provincial Government. 
For the introduction of these improvements capital and 
recurring charges will have to be incurred; and though 
it is not possible to lay down any hard and fast rule, as 
a principle of general guidance it will probably be desir- 
able to finance the capital cost of the schemes of village 
improvements by the grants-in-aid, and for the recurring 
expenditure place the Panchayats in a position to meet 

^The Decentralization Commission in recommending the es- 
tablishing of the Panchayats all over India considered it essential 
to their popularity and efficiency that they should not be associated 
■with any new form of tasation (Vide the Dmntrali^ation Cmmissim 
^pori, para. 71 8). We must now realize the simple fact that additional 
taxation wiU have to be a primary condition of their efficiency; and 
as regards their popularity, that will depend upon the extent to 
which we can inspire them with a -will to live because the moment 
they realise that the present existence is not life, but life in death, 
they will bestir themselves to adequate corporate activity to 
retrieve the present' position. 
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it latgcly ftom tiiek annual le-venue. The schemes 
of development will have to be planned out* in advance, 
and thek initial and recurjdng cost estimated. \S{^t 
each village needs is ptetty well known. If we can give 
it an efficient public school, public lattines, supply of 
pure water, village roads and sanitary surroundings 
and houses, we can equip it for a career of progress and 
devdopment. But for the carrying out of sudi a pro- 
gramme, we win have to mobilize the entire resources 
of the country, and make the provision of these ameni- 
ties the first charge on their outlay. The grants-in- 
aid will be a recurring charge on the resources of the 
central authorities even though they will be given for 
meeting capital eszpenditure. Owing to the utterly 
undevdoped state of the country, it will, as pointed out 
in Chapter VII, be necessary to treat development as a 
recurring liability of the nation for an indefinite period. 

But even the expenditure, which will have to be oiarged 
to the revenue account of the Panchayats, will be heavy; 
and though a considerable part of it wiU have to be met 
from the village fund, it wiU be necessary to supplement 
the latter by contributions. But probably the best plan 
will be to rdieve the Panchayats altogether of any res- 
ponsibility for the maintenance of sdiools and enable 
them to devote thdr resources to making improvements 
in thdr sanitary conditions and developing pubhc health 
services and commumcations. But even for that the 
Panchayats will requite large income. 'Where is it to 
come from ? 

At present the various Acts have given the Panchayats 
the power to levy the House Tax, the Tax on Persons 
assessed according to drcumstances and property and 
in Bombay they are also empowered to levy the Octroi 
Duties. But owing to the fact that the progress of 
village sdf-govemment since ipai has bem so very 
unsatisfactory, the experience of the Panchayats tu the 
fidd Ckf taxation is of interest only Inasmuch as it shows 
what a cramping effect the present ppsition has had on 
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the development of their activities. We seem to be 
moving in ^ vicious circle. Panchayats, we are told, 
cannot be established, because they involve the levy of 
additional taxation; and those that are established cannot 
do anything owing to the lack of funds. But the obvious 
fact is that Pandiayats, which will function without 
having to incur large expenditure and, therefore, raise 
funds, cannot be constituted. It ought to be possible, 
as suggested a little later, to supplement the effective 
resources of the Panchayats by co-operative labour; 
and their resources should also be increased by allocating 
a considerable portion of the proceeds from the Local 
Cesses to the vUlage fund. But even then it will be 
necessary for the Panchayats to levy some taxation for 
their own purposes. Taxation is onerous and has damp- 
ing effect on the enthusiasm for corporate or co-opera- 
tive activities. But it is a necessary condition of devel- 
opment and is the price which has to be paid for getting 
a move on. We have to make up our minds not only 
to develop local self-government in the villages, but 
also to develop local self-government which will involve 
additional taxation. The association of taxation with 
Panchayats wih render it harder to develop the latter; 
but as the two must go together, we have to devise 
measures by which me conditions favourable for the 
development of both can be provided. 

The tax, which seems to have in itself the promise 
of proving a suitable fiscal expedient for the Village 
Panchayats, has already been suggested in Chapter IV. 
The levy and assessment of a presumptive local income- 
tax to be called the Village Rate can be entrusted to the 
Panchayats, and wiU, if proper safeguards are provided, 
contribute considerable income to the village fund. 
This tax is already being levied in Bengal, Bihar, 
Orissa and Assam as Union Rate or ChauHdati Tax, 
and there is a provision in the Acts of the Punjab and the 
Central Provinces for the imposition of this tax. If 
this tax is levied all over the country and its proceeds 
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ate Utilized exclusively for the development of village 
services, it should be possible to develop it as an im- 
portant source of revenue for the Panchayats. The 
essential point, which makes it likely that the tax will 
prove a suitable and efficient method of raising revenue 
for the Panchayat, of course, is that "in an Indian village, 
where everyone knows the affairs of his neighbour as 
well as his own”i it will be easy to assess the tax fairly 
and with full knowledge of the circumstances of the 
assessees. It is because this essential condition for the 
successful assessment of the Tax on Persons is lacking 
in the towns or when it is administered by the District 
Boards that its assessment and collection is found to give 
rise to practical difficulties which cannot be easily sur- 
mounted. But in the villages those difficulties need not 
arise; and it can be anticipated with a fair amount of 
certainty that it will be possible to provide conditions 
for the efficient administration of the tax in the villages. 

It is, however, to be remembered that local knowl- 
edge is not sufficient for fair assessment. For that we 
need combination of local knowledge and independence 
from local influence. Mr. Jack made detailed investi- 
gations into the incomes 01 nearly 350,000 families in 
Faridpur district in Bengal and came to the conclusion 
that the Chaukidari Tax, which was, before the passing 
of the Bengal Village Self-Government Act, 1919, 
levied only for meeting the cost of village police, was 
inequitably assessed because the village headman, whose 
duty it was to make the assessment, was not independent 
of lockl influence though he had sufficient local knowl- 
edge for the purpose. "Upon an investigation”, he 
writes in the book referred to above, "whidb. was most 
carefully made, of the amount by each family, it appears 
that generally speaking the poorer classes generally pay 
double as much as the richer classes, and too many of 

^ ¥idc J. C. Jack, The "Emomic Life of a Bengal Disttict, 

p. 1J5. 
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the latter escape altogether. The number of families 
in good circumstances, who escape lightly or altogether 
was astonishing, especially among the Hindus, while, 
on the other hand at least half of the families who were 
found to be living in a condition very little removed 
from actual want were assessed to the rate.”i This was 
written in 1916, and with reference to the circumstances 
of one district in Bengal. Similar investigations have 
not been made into the incidence of the Tax on Per- 
sons in other parts of India; but if they are made, it is 
not unlikely that they will bring to light the fact that 
the distribution of the burden not only of the Tax on 
Persons but also of other direct taxes is unfair all over 
the country. It is a fact, though it is not possible to 
give any figures to support it, that the assessment of 
local direct taxes is unf^r, and in some cases gross y 
unfair, in all parts of India. The suggestion that the 
Promdal Valuation Department should be constituted 
for the assessment of taxes on teal estate, both in the 
urban and the rural areas, has been made with a view to 
provide a remedy for this crying evil. Mr. Jack, who 
suggests the substitution of personal rate for the Chauki- 
dari Tax and the Local Cess, also recommends the assess- 
ment of the rate by “officers of superior position”. It 
will be necessary to have an officer of the Valuation 
Department associated with the Village Panchayat in the 
work of the assessment. Panchayat will provide the local 
knowledge and the officers the necessary detachment from 
and independence of local politics to make it possible for the 
tax to be successfully and efficiently administered. 

The Village Rate ought to be a fairly productive 
source of revenue, though it is impossible to estimate 
what its yield would be; but the amount of the money, 
which will be required for making an adequate 
provision for the very essential improvement in the 
villages will be so large that it will be impossible to 


^ Ibid, page 13 1. 
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get anything but a small propottion of the total amount 
required for the purpose by the levy of the yillage Rate. 
The working of the Indian Tax System throws such a 
heavy burden of taxation on the rural classes that it is 
not possible to add very much to their existing burden. 
The best method of rendering them fiscal justice is to 
change the incidence of expenmture even if the incidence 
of taxation cannot be materially changed, and thereby 
make a real change in the fife of the people. In the 
case of the villages the Local Cesses, which they are 
paying, are now being mostly spent on purposes which 
may be indirectly benSicial, but from which they do not 
derive any direct benefit. It is suggested that a large 
proportion, at least half, of the yield from the Cess 
should be placed at the disposal of the village in which 
they are collected and spent on local improvements. 

The total yield from the Cesses in the different 
Provinces amounted to Rs. 493.08 lacs in 1^39-40. If 
half of it is allotted to the villages in proportion to the 
amount collected therein, it will place at the disposal of 
the Panchayats an amount which will not be in excess 
of their needs, but enable them to face the future with 
hope and confidence. If the Local Cesses ate assessed 
on the capital value of land and revaluation is made 
at frequent intervals, the receipts from them will consi- 
derably expand owing to the fact that at present valua- 
tions are generally out-of-date and assessments are made 
on bases which are very uncertain and anomalous. In 
allocating to the Village Panchayats half or more of the 
receipts from the Cesses, we will be giving them a source 
of revenue which will not only be productive but also 
expansive. Lack of money has had a very damping 
effect on the development of the Village Panchayats. 
The transfer of half or more of the yield mom the Cesses 
from the Boards to the Village Fund will give them a 
stimulus which may be expected at least partly to 
awaken their latent powers. 

The finances of &e Boards will, of course, have to 
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be reofg^zed if this change is to be earned out. If 
the District* Boards are all replaced by the Local Boards 
with jurisdiction over an area corresponding to the sub- 
division of a district, as is suggested a little later, that 
they should be, and are relieved of aU charges for second- 
ary schools, medical relief and main roads they will be 
placed in a position to make some of the readjustments 
which this change wiU make necessary. But they will 
need money for the expansion and development of the 
services for which they will be responsible, and their 
share of the Cess receipts wiU be not sufficient for all tlieir 
needs. They must have some other source of revenue 
to discharge their duties in an adequate manner. This 
source they wiU have in their share of the proceeds of the 
Sales Tax which, as suggested at the end of Chapter 
IV, will be distributed among the local bodies on popu- 
lation basis. The Sales Tax also will be a productive 
and expansive source of revenue, and the Local Boards 
ought to find their share of its receipts and that of the 
receipts from the Cesses sufficient to carry on and devel- 
op the fewer functions for which they will be required 
to assume responsibility. They will also have receipts 
from the miscellaneous sources like the pounds and the 
income from remunerative enterprises like the markets 
and motor services to augment their resources still fur- 
ther. Relatively speaking they will not be in a less favour- 
able position than the other local authorities in the re- 
formed and reorganized system of local finance which 
is envisaged in this book. 

The full significance of the changes proposed in the 
previous chapters will be appreciated when it is realized 
that their most important effect wifi, be that it will be 
possible to spend a larger proportion of the taxes paid 
by the people in the villages for purposes from which 
tiiey will derive direct benefits. It was pointed out in 
Chapter IV that the result of the imposition of the Sales 
Tax, the abolition of the Octroi and Terminal Taxes 
and the obligatory levy of the consolidated Property 
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Taxes by all Municipalities will be that the balance will 
be redfesGcd in favour of ihe agricultural classes. 
Municipalities themselves will be better off when these 
measures of reform arc carded out. But the most im- 
portant effect of these changes will be that the villages 
win get back a portion of Minds which are really theirs 
and ought to be expended to bring health, cheer and hope 
into the cottages of the people. 

The combined receipts from the Village Rate and 
the Local Cesses, considerable as they will oe, will also 
fall short of the needs of the villages. The village needs 
are few and simple; but if a frontal attack is to be made 
on squalor, disease, ignorance and the utter inertia 
of the villages, we will need enormous resources. We 
cannot hope to have all that we want, but we must use 
all that we have. In the villages there is available a 
resource which is not money, but has money value, and 
is not being used at all for individual or collective pur- 
poses at present. The real meaning of the gospel of 
the spinning wheel, which has been acclaimed as the 
instrument of die economic and political liberation of 
the people, lies in the fact that it brings into prominence 
the necessity of using the available labour of the masses 
in the villages for the betterment of the lot of the indi- 
viduals and the community as a whole. This labour is 
being wasted today; and, being a perishable commodity, 
it must either be used in the present or it is lost for ever. 
For putting this labour to a productive use, from the 
economic standpoint, it is necessary cither to give the 
people subsidiary industries or plant factories in the 
rural areas whose operation will dovetail into the agri- 
cultural operations of the people. But that is not the 
only productive use of the available labour supply. It can 
be used, and to a very good purpose and ^ectively, 
for dmging the physical basis of life in the villages, 
i.e., it can be used to carry out those improvements 
which will make villages sanitary, clean and fit for men 
to live in. These insistent needs are there and obvious. 
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They are needs both of the individual and the commu- 
nity as a whole. Owing to the smallness of the unit 
for which we have to provide in this case, the truth of 
“all for one and one for all” is a patent fact of the situa- 
tion and can be demonstrated even to the least intelli- 
gent of the villagers. The traditions of corporate Ufe, 
which provided cohesive element in the villag'e economy 
and gave it the power of resistance and resilience that 
it has shown all toough the ages, are probably not dead, 
though the disintegrating factors that have been at work 
in the last six or seven decades, have impaired their 
efficacy. Any way, if the Village Panchayats can be 
established in large numbers and become die real basis 
of our system of local self-government and instrument 
of rural reconstruction, it will be possible for them to 
utilize the labour of the people in the villages for satis- 
fying their own common wants — ^wants which are common 
but not remote on that account and can be shown to 
have direct relation to the well-being of the individual 
himself. 

The labour referred to above, it should not be neces- 
sary to make clear, is die labour of the agriculturists in 
the off-season, which is now going to waste owing to the 
want of any occupation during that period. This chro- ’ 
nic under-employment of the vast bulk of our people 
is one of the most significant facts of out economic life; 
and its significance lies in the fact that, in spite of the co- 
existence of the extreme want and the lack of means to 
satisfy it, we cannot use the latter for the satisfaction of 
the former owing to the inefficient orgj^ation of 
our . economic life. The countries, in which millions 
of the unemployed have had to be supported at public ex- 
pense, have also shown their inability to put their labour 
force to uses which are beneficial, even though they may 
not be a source of profit in terms of moneys. But there 

^ These remarks apply especiaUy to a country Uke England where, 
during a period of prolonged unemployment, no attempt was 
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vmemploymenL is due to the working of the world fac- 
tors, and the argument that the compensatory influaice 
of work-creating devices like extensive house-building, 
reclamation or slum clearance programme cannot save 
the situation, can be made to appear specious if not 
convincing. But in India die position is different. We 
do not depend upon the world market for finding the 
off-season occupation for our under-employed mimons, 
or rather the economic recovery of the world cannot be 
of any use for helping us out of the situation. At the 
best of times there are millions of idle hands for whom 
there is no work during several months in the year, and 
for whom work can be created only if we devise measures 
by which this double coincidence of want and work can 
be made an important basis of economic reorganization. 
The fact on which this argument rests is simple and 
obvious; but the conclusions to which it points necessitate 
our thinking in terms of wants and work and not money 
and profit and our adopting some programme for turn- 
ing labour into wealth and, therefore, well-being^. 


made to utilize the labour force^of the country in a constructive manner. 
Mr. G. D. H. Cole’s proposal, in his “Next Ten Years o£ British Eco- 
nomic and Social Policies,” to organize the peopie out of -work for 
carrying out schemes of national development did not receive even 
serious consideration at the hands erf any responsible publicist or poli- 
tical party. G. B, Shaw was the only exception, and he used the 
fact that Cole’s proposal fell on absolutely deaf ears to show the 
utter fatuity of expecting anything effective fiom the existing poli- 
tical institutions. Now, however, the position has changed. “FuU 
employment” is the accepted object of public policy in England and 
it is expected that effective steps will be taken to put it into effect and 
measures of much wider scope than those suggested by G. D. B. 
Cole, nearly twenty years ago will be adopted to deal withthis 
problem. 

^ In India also we have to solve the problem of involuntary 
idleness by adopting comprehensive schemes of complete economic 
reconstruction and reduce the pressure of population in the land. 
Co-operative labour for public utility work in the villages is no 
Solution of the problem. It is a method by which the existing waste 
erf human resources can be partlaUy icducem The amount of surplus 
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The above at^ment may, eveft if its inhetent sound- 
ness is not questioned, appear somewhat out of place 
in a book on local finance; but it is not. We want to 
enlarge the resources of the Village Panchayats to enable 
them to carry out programmes of village improvement 
and arrest the progressive deterioration of their corpo- 
rate life owing to the change in the entire basis of village 
economy. This programme must include the provision, 
as already suggested, of schools, public latrines, drainage 
and other sanitary improvements, wells for pure drink- 
ing water and re-laid-out and re-built villages. For 
providing these requisites of re-constructed village life 
we want the services of experts like the school teacher, 
the health-inspector and engineer, materials for con- 
structing school-building, village roads and aU other equip- 
ments of healthy life and labour for the materialization 
of the plans of improvement and the maintenance of the 
standard of collective life at a high level. Services of 
the experts and materials have to be paid for in money 
whkh must be provided by taxation, grants-in-aid and 
perhaps even loans, which, however, wiU have to be 
raised by the Provincial Government and distributed 
in the shape of grants-in-aid or material equipment 
among the Village Panchayats. But labour, which 
will be needed for maldng and maintaining these im- 
provements can either be bought with money or made 
available by the co-operative efcrt of the villagers them- 
selves. AU the money that we can raise will be required 
for obtaining services and materials which cannot be 
had otherwise. But labour need not be paid for if money 
is not available and can be provided by the viUagers 
themselves as their contribution to the vUlage fimd. 
Their labour wiU not be money but avoid the need for 
money and, therefore, have money value. This contri- 

labotir in India is so large and is increasing on account of the growth 
of population that it will take us a long time before we can create 
conditions under which jobs will be looking for men instead of men 
for jobs, i.e., the condition of full employment. 
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bution in Icind -will not involve any additional burden. 
It ■will only mean putting to use the productive power 
which is already there and which is now, on account of 
our inability to use or preserve it, is being lost to the 
nation. 

Here is our chance. Wc can set people to work 
to satisfy their own wants. These wants are the wants 
of the community as a whole; but, as already indicated, 
the community is made up of such small units that the 
individual can, without much difficulty, be made to rea- 
lise that he stands to gain s|3ecifically by working for 
the common ends. The principle of converting the 
available but unutilized labour force of the people into 
well-being, and, therefore, into an effective source 
of revenue, and, in this case, of public revenue, can be 
put into operation. We can partially use this produc- 
tive power by making the contributions of labour an 
integral part of the toance of an adequate system of 
village self-government. 

The utilization of this potential source of public 
revenue will, however, require the preparation and 
execution of comprehensive schemes of all-sided devel- 
opment, the necessity of which has been referred to 
several times already, and education of the people in die 
practical civics of their village life. Since 1921 a few 
attempts have been made, to utilize co-operative labour 
for carrying out sdiemes of village improvement. These 
attempts have been very few and haphazard, but have 
shown the difficulties which lie across our path if we 
want to use cb-operaiive labour for rural development. In 
Madras several works of village improvements are reported 
to have been carried out by the Village Pandiayats 
calling upon the people to contribute their quota of labour 
for the common good; but in the Central Provinces the 
provincial grants for the provision of pure drinking 
water could not be utilized owing to the unwillingness 
of the villagers to contribute one-sixth of the cost of 
village wefls in labour. These and a few other 
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instances cannoi be the basis of any genetalization; 
but in a ebuntry ■wheic labour for public works has, 
under the bureaucratic regime, meant Begar or forced 
labour and been associated with all sorts of petty oppres- 
sions and tyranny, and the public spirit in the villages 
is almost entirely lacking, it will not be at all easy to work 
up the entliusiasm necessary for carrying out any ambi- 
tious programme of development based on the hope 
of utilizing the co-operative labour on a large scale. 

The difficulty is there; but it is necessary to remember 
two facts in this connection, and both of them have al- 
ready been mentioned. One is that the creation of the 
system of village self-government itself, which is now 
almost non-existent, is a task for which it is neces- 
sary to set into motion all the forces which can inspire 
the nation with a determination to create a new order 
of things. If a system of village self-government full of 
vitality and vigour can at all be brought into being, 
the very effort required for producing that result wiU 
ahaeet automatically enable us to work off the evil effects 
of the past traditions and evoke the enthusiasm neces- 
sary for mobilizing co-operative labour. The other 
fact which has to be remembered in considering this 
point is that without what the Agricultural Commission 
calls “corporate action for mutud benefit” there is no 
hope of providing the amenities which are absolutely 
essential for making the villages centres of healthy and 
progressive life. “The cultivator himself”, in the words 
of the Agricultui-al Commission, “is not well enough off 
to pay for hired labour and it is certain that neither the 
local bodies nor the Provincial Governments can either 
provide the moi or the finance for carding out such 
undertakings.”! The use of co-operative labour for 
the development of the villages can be hopefully anti- 
cipated as a natural incident of the development of 
the village self-government and an inevitable method 


^Vide Tbs A^icultttral Commission Bjporty paia. 421, 
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of making it function for the vital ends of corporate 
life. 

The Agricultural Commission relies upon a volun- 
tary revival of the old tradition of corporate action for 
mutual benefit for radically improving the amenities of 
the village. The revival of the habit of corporate action 
has to be voluntary in the sense that it is to be based on 
the active consent and co-operation of the people. There 
is no possibility of using coercive action of the kind which 
has to be used so often in the past, and the memory of 
which is likely to haunt for some time to come, for making 
co-operative labour available for the betterment of the 
village life. Education in practical civics will necessarily 
mean awakening a sense of duty and necessity in the 
matter of rendering of co-operative labour and creating 
public opinion strongly opposed to any tendency on the 
part of the individud to evade his obligation; but once 
the conditions necessary for the introduction of a scheme 
of this kind have been established, the contribution of 
labour will assume the character of a tax and bs«eme 
obligatory. Provision for using co-operative labour 
will have to be made in the village self-government acts 
by empowering the Panchayats to levy, besides the 
Village Rate, taxes for specific purposes or general im- 
provement which may either be paid in money or in 
labour. Most villagers will, owing to their povMty, 
have no option but to contribute their share in kind, 
and being used to hard manual work will not find the 
necessity of having to work for the Panchayat unduly 
irksome. The people, who are sufficiently well off 
to pay in cash, will thereby be voluntarily assessing their 
abinty to pay and can have no grievance on that score. 
The use of co-operative labour will really' mean levy of 
additional taxation, but will not involve money pay- 
ments for most of the people in the villages and the 
element of coercion, whiw is an essential element of 
all taxation, will have to be reduced to a minimum in this 
case. 
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It was stated in the last Chapter that the town and 
village impjcovement must be a very important part of 
the preventive health work of the local bodies. In 
towns and cities the opening up of the congested areas 
and clearing the old, insanitary living quarters must 
involve the use of dynamite and an amount of expense 
which win offer stubborn opposition to the execution 
of any extensive schemes of town improvement. But 
in the villages the conditions are different and more favour- 
able for the carrying out the schemes of the improvement 
of the dwelling houses. Most of the houses in the 
villages are mud and thatched or tiled houses. These 
houses require extensive repairs almost every year, 
which not unoften amount to having to build them anew 
fairly often. The relaying out of the villages and rebuffd- 
ing of houses, therefore, present problems, which are 
difficult enough in all conscience, but which are not of 
the same magnitude as the problem of replanning the towns. 
India is a country of insanitary dwellings and her towns 
a nd vil lages both stand in urgent need of radical improve- 
mSlSr But the problem or re-housing the rural popu- 
lation, though stupendous in aggregate, can be dealt 
with in very small parts; and the very fact, that in the 
villages the houses are so very unpretentious ^d liable 
to constant renewals, makes it easier to envisage the 
possibility of replacing the existing villages by less 
depressing and healthier centres of habitation. The 
use of co-operative labour will make the realization of 
this possibility less chimerical than it otherwise is likely 
to appear. Demonstrations of the model houses in the 
exhibition, on which we have so far relied for improv- 
ing the living conditions eff our rural population, will 
not carry us far. We need schemes or model villages 
containing model houses which we may be able to carry 
out by drawing upon all the reserves that we have at our 
disposal. Among them the reserve of idle labour in the vil- 
lages, is the most important and ought to be fully drawn 
upon for re-housing the people and relaying out the villages. 
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The Village Rate, the Land Cess and tlie Labour 
Tax, to give the idea of co-operative labour a concrete 
financial term, will be the three important sources of 
revenue for the Panchayats; but besides these and the 
grants-in-aid, they will have at their disposal several petty 
sources of revenue which each Panchayat will have to 
introduce according to the circumstances of the village. 
If the Panchayat is charged with judicial functions and 
can levy fees and fines, the revenue derived from them 
should, of course, be added to the village fund. In 
some of the village self-government acts there is a provi- 
sion empowering the Panchayat to impose, besides the 
specified taxes, any other tax with the approval of the 
Provincial Governments. There ought to be some 
check on the fiscal innovations which the Provincial 
Governments may authorize the villages to make, and 
provision will have to be made to prevent the adoption 
of undesirable fiscal expedients. But subject to tlais safe- 

g iard, the Panchayats should have the liberty to make 
cir own fiscal experiments and such adjustm ^ts , as 
their special circumstances may render desiraSIe^ or 
necessary. 

The unsuitability of the District Boards as units of rural 
self-government and the present unsatisfactory position of 
the sub-district boards, for which it is convenient to use the 
term. Local Boards had been rrferred to already. Local 
Boards, before the recent changes, had their separate statu- 
tory functions and sources of revenue in Madras, and 
there are no District Boards in Assam, their place being 
taken by Local Boards there. But in the other Provin- 
ces either the Local Boards do not exist or occupy a very 
subordinate and insignificant position in the system of 
rural self-government. The necessity of constituting 
a body like the Local Board has been recognized ever 
since 188 a, and, the impossibility of making the District 
Board the principal unit for developing sdf-govemment 
in the rural areas has also been admitted. But in spite, 
of tiie clei^ atatemwt of policy in the Resolution of 
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1882, the sttong recommendation of the Decentraliza- 
tion Comipission and the conclusive logic of facts, the 
District Boards continue to be practically the only insti- 
tutions ■which really matter in the system of rural self- 
government in India. And as the area and size of dis- 
tricts make it impossible for the District Boards to acquire 
the necessa^ cohesion and vitality for functioning an 
efficient unit of self-government, the whole system is 
lacking in the essentials of healthy growth and pro- 
gress. 

The only way to give local self-government a fair 
chance in rural area is to constitute units of administra- 
tion having jurisdiction over smaller areas and popu- 
lations. The experience of over half a century has demons- 
trated the soundness of the policy laid down in Para. 
10 of the Resolution of 1882. “The Governor-General 
in Council considers,” it was stated in the Resoludon, 
‘*it is very important that the area of jurisdiction allotted 
to each Board should in no case be too large. If the 
p lan i s to succeed at all, it will be necessary to secure 
among the members both local interest and local knowl- 
edge”; and in order to secure the combination of local 
interest and local knowledge it was specifically required 
that the area to be placed under a Local Board should 
not exceed the smallest administrative unit of the dis- 
trict. In spite of or rather because of the fact that these 
instructions have been respected mote in breach than in 
observance, it is necessary to constitute the Local Boards 
as the primary units of local administration and aboUsh 
the District Board altogether. Several Provincial 
Governments, in their Memoranda submitted to the 
Simon Commission^, reiterated the importance of having 
smaller units of local administration; but none of them 
suggested the substitution of the Local Boards for the 
District Boards for the purposes of rural seif-govern- 


^Vide Tks Simn Commissions 'Report (i) VoL VH p. 162. 
(a) Vol Vin, p. 63. (3) Vol. X. p. 1-13. 
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tnent. They telied upon the development of the Pan- 
chayats fot gauging the local needs of the tut^l ateas and 
ptoviding fot them. Village Panchayats must, of coutse, 
be the gtoundwotk of the whole system of self-govern- 
ment; but even if they are constituted all over the 
country and become strong and efficient in the discharge 
of their duties, the District Boards will continue to have 
ateas and population under their jurisdiction which 
will be unmanageable for administering local affairs 
properly. 

The only objection to replacing the District Boards 
by the Local Boards can be that me latter can co-ordi- 
nate the activities of the local bodies over a wider area 
and in that way perform a vety useful and important 
function. The Decentraliaation Commission was against 
the abolition of the District Boards^ though it strongly 
recommended the grant of independent powers and resour- 
ces to the Local Boards. If, secondary education, medi- 
cal relief and construction and maintenance of main roads 
are provincialized, the Local Boards will be able to dis - 
charge the remaining functions of the Rural BoaSS^as 
well as the District Boards can be expected to do. In 
some cases it may be necessary to have jomt boards of 
the Local Boards for certain specific functions or for 
recruiting staff for certain services. There should be 
provision for inter-local co-operation in all cases, and 
in matters relating to health, education and commu- 
nications there should be central guidance, co-ordina- 
tion and planning, but the actual work of local adminis- 
tration should be entrusted to the Local Boards, and their 
revenue derived form a part of the yield from the Local 
Cess, their share of the receipts from the Sales Taxes, 
profits of the remunerative enterprises and miscellane- 
ous sources of revenue like tolls, pound fees, etc. There 
is no room for both the District and the Local Boards 
in rural self-government if the Panchayats can take over 


^Vide T 6 « Dtmfraiin'afion Commission Import, paraS 757-38. 
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the admifiistration of the local affairs of the villages; 
and of the. two, it is suggested, the Local Boards have 
a much greater likelihood of developing into really self- 
governing institutions. 

A word may be said, in conclusion, about the re- 
lations of the Local Boards and the Village Panchayats, 
Panchayats are . now, in most cases, placed under the 
administrative control and supervision of the District 
Boards, and their budgets have to be approved by them. 
The District Boards are too far removed from the Pan- 
chayats to guide or help them in the administration of 
their affairs; and they have, in some cases, assumed un- 
sympathetic attitude towards them. Local Boards will 
be in a better position to exercise supervision over them 
owing to their smaller area; but even they will not know 
enough about their affairs to offer any helpful guidance; 
and control exercised by them is likely to become cither 
mechanical or actually obstructive. For guiding the 
Panchayats through the early stages of their develop- 
megt and making them the channel for the promotion of 
the p^des of general welfare, it wiU, as stated akeady, 
be necessary to have Development Officers who will 
be in constant contact with the working of the Pancha- 
yats and be in a much better position than the Local 
Boards to exerdse regulatory supervision over them. 
Besides the Development Officer, the Revenue and Audit 
Officers will also be in a position to afford valuable 
assistance to the Panchayats in finandal mattersand ought 
to be charged with the duty of doing thdr very best to 
hdp them in the administration of their finances. 
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ADMINISTRATION AND REGULATION OF 
LOCAL FINANCE 

An efficient system of administration is absolutely 
essential for a wholesome state of local, as of aU public, 
finance. Efficiency of the financial administration of 
the local authorities depends upon the integrity and com- 
petence of the staff, and a proper system of budget making, 
accounts and audit. Integrity and competence of the 
staff is a factor of primary importance, and cannot be 
ensured merely by instituting the ri^ht procedure of 
transacting finiidd business and providing a system of 
checks and counter-checks on the conduct of financial 
affairs. The only to get honest and efficie nt ra en 
for carrying on the financiS. administration of the local 
bodies is to pay them well and make the conditions, 
under which mey have to work, consistent with a sense 
of security of tenure and theit self-respect. At present 
these conditions do not exist over almost the entire 
field of local administration, and the result is that the 
system is unable to command the service of able and 
conscientious men. The standard of work in the local 
services is definitely low, and there is a great deal of 
waste and misappropriation of funds. With the democ- 
ratization of the constitutions of the local bodies the 
conditions have become even worse, and the tendency 
to bring ‘^politics” into the administration of local set- 
vices has introduced some new factors which can pro- 
duce serious and disturbing effects. Deterioration in the 
standard of administration has not gone .very far, though 
the fact that it has been low aU along makes any further 
lowering a matter of grave concern. 
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The process, however, once started is sure to gain 
momentum, and acceleration; and it is necessarp to take 
effective measures not only to stop the progressive wor- 
sening of the standard of administration but to raise 
it to a much higher level of efficiency than it has attained 
so far. This can be done by raising the scale of salaries, 
eliminating favouritism and ‘pull’ in the matter of 
appointments, and insisting on the possession of proper 
(Qualifications for the assumption of public responsibi- 
hly. It s not within the scope of these lectures to deal 
with the various problems of recruitment, payment 
and organization or local services. But it is necessary 
to point out that the financial autonomy of the loci 
bodies is not impaired by providing safeguards against 
the possibilities of maladministration which are inherent 
in me system of represaatative government. The 
members of the local bodies have, since 1920, shown a 
tendency to interfere in the day-to-day administration of 
the loci bodies, taken an undue amount of interest in 
appointments and transfers and used teachers in the 
primary schools for electioneering purposes and other 

n ends. The situation has been complicated fiirther 
Le fact that owing to the exigencies of national poli- 
tics the powers vested in the local bodies have been 
used to promote polides which, whatever their value 
from the standpoint of accelerating the political progress 
of the country, had no direct relation to the problems of 
local administration. But if we are alive to Ae dangers 
of mixing up patty politics with the administration of 
local services, and want to provide conditions for raising 
their standard to a much higher level of effidency, we 
must reorganize them with a view to getting good value 
for the expenditure of local funds. 

Some of the higher officers, like the Health Officer, 
the Disttict Engineer and the Executive Officer, are even 
now ap|)ointed either by or with the approval of the 
Provinaal Government. But in view of the extension 
and devdopment of local services it is also important 
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that piovision should be made for the teciuitment of 
the tank and file on tetms which may be atttactive for 
men of teal quality. It is necessary to take local ser- 
vices out of politics and have some methods of selection 
and appointments which may give us results not very 
different from those which we expect from appointments 
in all-India and provinciai services. True economy in 
administration consists in spending public money to the 
greatest advantage. That can be best done by em- 
ploying men who, in thek person and through their 
judgment and ability, can promise best return for the 
outlay of public funds. This is as much a problem of 
financial, as of general, administration and its satisfactory 
solution is very important from the financial standpoint. 

It is, however, not enough to ensure the employ- 
ment of competent men. Wc must also have the right 
system of financial administration. In the case of the 
local bodies a certain measure of external control is 
necessary for the efficiency of administration and har- 
mony and integrity of the financial system of the cqpntjy. 
Local bodies are subject to the control of the Provm- 
cial Governments; but the control of the Government 
of India is confined to a few matters and even in those 
it is exercised through the Provincial Governments. 
In taxation the only control exercised by the Govern- 
ment of India is that no tax, which is not included in 
the schedule of taxes which can be levied without theit 
permission, and for the levy of the Terminal Tax in 
places where it was not levied before the ist April, 
1937 - 

Local self-government is and ought to be a provin- 
cial subject, and, therefore, it is proper that the Govern- 
ment of India should not have any dkect dealings with 
the local authorities. But it has been already pointed 
out that they, in relaxing control over thdn in the matter 
of the octroi arid tetminal taxation, have exceeded the 
limit of necessity and even safety. The tendencies, 
which have been in operation during the Reforms decades 
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e oint to the need of the Government of India re-eslab- 
shing a large measure of control over the policy and 
admimsiration of indirect local taxation and keeping 
themselves informed of developments from time to time. 
It should be the duty and funcdon of the Finance De- 
partment of the Government of India or the National 
Finance Commission to watch over the system of taxa- 
tion of the country as a whole and prevent it from giving 
rise to the internal strains and stresses owing to short- 
sighted or thoughtless action on the part of the central, 
the provincial or the local authorities. It has been empha- 
sized already that, from the point of view of the tax- 
payer or that of the economic interests of the country, 
the tax-system has to be dealt with as a whole or, in other 
words, its integrity has to be kept intact. Local authori- 
ties can, with the very best intentions, sometimes take 
action highly prejudicial to the real interests of the 
nation. But cases are sure to arise in which even their 
intentions will not be above reproach. Central super- 
viaion,of the working of the whole tax system is, there- 
fore, highly desirable and ought to be a feamre of the 
system of the financial administration of the local bodies. 
The q^uestion of central control of borrowing by the 
local bodies and of a large measure of centralization of 
all public borrowing in India has already been discussed 
in Chapter VII; here it is enough to add that great and 
urgent as is the need for the development of social ser- 
vices, any tendency to overstrain the use of public credit 
ought to be resolutely resisted and any undue growth 
of local indebtedness checked by the action of the central 
authorities. 

The control of the Government of India must, 
however, be limited to these two matters. In either 
matters the supervision and control must be the function 
of the Provincial Government. Though there must 
arise cases in which the Provincial Government has to 
take preventive and even punitive measures, as a rule, 
the supervision by the Provincial Government must 
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have as its raison d'etre the co-ordinaiion of the functions, 
activities and putposes of the local authorities. Methods 
by which this co-ordination is to be promoted is a 
matter which 'requires careful consideration and cons- 
tant vigilance on the part of the Provincial Government. 
It is comparatively easy to issue orders and instructions 
aiming at securing uniformity of policy and action among 
the local authorities; but guidance which will result in 
unity without uniformity calls for supervision of and 
another order and has, as its object, integration which not 
only allows but also involves a great deal of differentia- 
tion. This kind of guidance can be provided only by 
an authority which is aware of its red function in the 
system of local self-government and knowing the some- 
what undefined and indefinable but nevertheless definite 
character of its task assiduously seeks to deal with 
matters of which it has to take cognizance in a spirit of 
constructive opportunism. The Provincial Governments 
have, therefore, to recognize that the powers of superin- 
tendence, direction and control over the local podips 
which ate, or ought to be, vested in them have to be 
exercised with due regard to the positive purpose which 
they have to fulfil in the scheme of local self-government. 

In financial matters the function of the Provincial 
Government should be to give advice and assistance 
and anticipate difficulties instead of overcoming them 
after they have actually arisen. They have to guide and 
co-ordinate and thereby obviate the necessity of taking 
penal measures. The power of suspending and super- 
seding, which they possess and have exercised on a num- 
ber of occasions, has to be held in reserve, but used 
only when the situation calls for the adoption of very 
drastic measures and cannot be managed otherwise. 
Their use, if it is frequent, is as much a confession of 
failure on the part of the Provincial Govetmnents as a* 
condemnation of the local authorities. In the last two 
decades, owing to the period of high political tension 
through which we have been passmg, the action tak«i 



LECTURE X 


279 


by the Provincial Government- against the local bodies 
has often , been attributed to political motives; and 
it has not been easy to reassure the public that the Pro- 
vincial Governments* intentions were absolutely above 
suspicion. This is unfortunate; but -with the grant of 
complete autonomy to the Provinces the position should 
undergo a change, and if the communal and party passions 
do not mar the exercise of the supervisory powers by the 
Provincial Governments, it should be possible for them 
to so shape and develop their policy of administrative 
co-ordination as to inspire confidence in their good faith 
and in their willingness and ability to guide rather than 
control the local authorities. 

The powers vested in the Provincial Governments 
in the matter of taxation are not excessive and have not 
been exercised to discourage fiscal enterprise on the part 
of the local authorities. As already pointed out, the 
local authorities in India need a stimulus rather than a 
check on the use of their taxing powers. There arc 
statutory limits above which taxes cannot be raised in 
certain cases and the reduction of tax-rate in the case of 
the indebted local bodies requires the previous sanction 
of the Provincial Governments. In the levy of the 
octroi and terminal taxation the control exercised by 
them cannot be relaxed, and there is a very good case, as 
already explained, for making it more efficient and supple- 
menting it by the control of the Government of India. 
In the case of the tolls, the taxes on animals and vehicles 
and the Profession Taxes, it is also necessary to pres- 
cribe the maximum rates by law or administrative action. 
The Sales Tax has, of course, to be administered by the 
Provincial Government and its administration regulated 
by the Government of India. But there does not seem 
to be any justification or necessity for laying down Hmits 
for the Property Taxes and the Load Cesses. If these 
taxes are assessed on the capital value of property 
and assessment is centralized, the local bodies can ^d 
ought to be permitted to determine the rates according 
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to their needs and circumstances. It may perhaps be 
necessary to prescribe the minimum rates in gome cases, 
but that can best be left to the working of minimum 
standards of efficiency, which, of course, have to be the 
basis of the whole local administration. Local authori- 
ties will need the stimulus of the enlightened public opin- 
ion to develop fuUy their revenues. The Provincial 
Governments have, however, to help them by giving 
expert guidance and making Imown the facts of the situa- 
tion. There is, at any rate, no need for the maintenance 
of the maximum tax limits in the case of the Property 
Tax and the Local Cesses. The tax-payer can very well, 
as a matter of fact, generally too well, protect himself 
by the use of his vote. 

In the efficiency of financial administration the pre- 
paration and execution of budget must, of course, play 
an important part. The form of the budget, the time 
and procedure of its preparation and its approval by the 
local authorities and the Provincial Government is laid 
down by the law or the rules made thereunder.^ The 
budget is prepared Iw the Chief Executive Officers or 
the Chairmen of the Comorations or Boards on the basis 
of the information provided by the Heads of the various 
Departments. It is considered by the Standing Committee 
of the Board and submitted to me Board itself which has 
the power to pass it finally in most cases. In some cases, 
however, the budget, before it is put into execution, has 
to be sanctioned by the District Officer, or the Commis- 
sioner, or the Provincial Government. The budgets 
of the indebted local authorities arc scrutinized by the 
Provincial Government to ascertain whether adequate 
provision has been made for the payment of interest 
and sinking fund contributions, though in the case of 
the Bombay Presidency the Government has not even 
resetved to itself this power. 

In the preparation of budgets it is very important 
that there should be unity of control and me demands 
of the different departments should be co-ordinated and 
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fitted into a plan. Without this uiiit7 of conttol it is 
not possible to ensute that the public expenditure -will 
be properly balanced and some departments will not be 
undjuly pampered and others actually starved. The 
financial adrninistration of the local authorities is, com- 
paratively spealdng, simple, and it is not necessary, 
as in the case of the Central and Provincial Governments, 
to have a Special Department for the purpose of exercising 
this co-ordinating and balancing functions. The Cen- 
tral and Provincial Finance Departments exercise what 
is called treasury control over the other departments, 
i.e,, the demands of the various departments have to 
be submitted to the Government and the Legislature 
through them to secure the consideration of the needs 
of each department with reference to the needs of the 
other departments or of the Province and the country 
as a whole within the limits set by the actual and poten- 
tial revenues, Equilibrium in espenditure is as neces- 
sary in the case of the local authorities as it is in that 
of the central authorities; but the procedure according 
to which the budget has to be prepared by the executive 
oflaccr and submitted through the Finance Committee 
to the Board is sufficient for achieving this purpose if 
they are aU fully aware of the need for, and importance 
of, avoiding the haphazard or ill-considered allocation 
of public mnds. 

In the case of the Central and the Provincial Govern- 
ments there is another safeguard provided against the 
planless appropriation of pubUc revenues for diSerent 
purposes; and that safeguard is that the Legislatures do 
not possess the power of initiating financial proposals. 
They can reduce or reject die demands submitted by 
the Government, but they cannot vote more money for 
a grant than the amount asked for in the budget or 
reduce one grant to find money for some pu^qse un- 
provided for in the Government proposals. 'Diis pro- 
vision makes the budget what it ought to be, a unified 
and well-balanced financial plan prepared by the Exe- 
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cutivc fot the consideration and sanction of the Legis- 
lature. The Boards of the local bodies petform both 
the deliberative and the administrative functions; and 
it is, therefore, not possible to deprive the members of 
the local bodies altogether of the power of initiating 
proposals. But it is necessary that there should not be 
any log-rolling among the members interested in the 
adoption and incorporation in the budget of the differ- 
ent proposals. The proposals of the individual members 
should be submitted to the Board in the form of Reso- 
lutions well in advance of the time of the preparation of 
the budget and if passed by it, turned over to the Exe- 
cutive mr incorporation in the budget along with the 
other proposals, all of which should be considered to- 
gether at the time of passing the budget. The value 
and importance of the budget lies in the fact that it gives 
the representatives of the people opportunity for reviewing 
aU the financial operations of the Executive in the past 
and approving of its entire financial ]^]an based on its 
forecasts of the future. Anything which comes in the 
way of this retrospect of the past and forecast of t£e 
future being considered and dealt with in its entirety is, 
therefore, hkely to lead to wasteful and ill-balanced ex- 
penditure and ought to be avoided. 

The budget once passed has to be put into execu- 
tion; but m me course of the year a change in circum- 
stances may make a corresponding change in the ope- 
ration of the financial plan necessary. It is, therefore, 
undesirable to make the budget a very rigid plan, and 
provision has to be made for increasing expenditure on 
one head by using the savings under another or provide 
for higher expenditure by mawing u|>on the balances 
or the surplus of the year. Reapptopmtions or supple- 
mentary appropriations, as this change in the object of 
expenditure or its inctease are respectively called, have 
to be provided for. The local bodies are empowered 
to pass proposals for reappropriations or supplementary 
appropriations; but as these proposals have to be con- 
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sidci'ed mdividually and on that account thek telative 
importance, cannot be properly estimated or discussed, 
it is liighly desirable that sudi proposals should be reduced 
to the minimum necessary for making the budget a 
workable and flexible plan of financial operations. 

The financial year of the local bodies, like the finan- 
cial year of the Government of India and the Provincial 
Governments, begins on the ist April. It has been shown 
elsewhere^ that the adoption of the ist April as the com- 
mencement of the financial operations of the year is due to 
the undue deference paid by the British Government in 
India to the theory and practice of financial adminis- 
tration in Great Britain, and has nothing to do with the 
facts of our economic life or the needs of our financial 
system. The result is that the budgets in India have to 
be prepared months before the effects of the monsoon, 
the one dominant fact of the Indian economic life, on 
the public revenue and expenditure of the country, can 
be known or allowed for in the calculations of the future. 
Xhe rural local bodies in India are dependent upon the 
Land tess, the receipts from which are pardy determined 
by the agricultural operations of the year. The receipts 
from Octroi and the Terminal Tax, the tolls and even 
the markets fluctuate with the fluctuations in the general 
trade of the country, which, of course, in a very large 
measure, so far as it can be determined by the internal 
causes, depends upon the timeliness and right distri- 
bution of rainfall. The necessity for changing the 
financial year, which has been known to exist in 
die case of the Central and Provincial Governments 
also exists in the case of the local authorities. But 
the financial year of the local authorities cannot be changed 
unless that of the Provincial Governments, if not of the 
Government of India, is also changed. The financial 
operations of the provincial and the local authorities are 
too dosely interwoven to make it possible for the latter 


I Vide Gyanchaod, The Financial Sjstem of India, pp. 33-83. 
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to frame their budgets on a different periodical basis. 
The local budgets must, therefore, continue . to be "a 
gamble in rains”, though not quite to the same extent as 
the budgets of the Central and the Provincial Governments. 

Accounts of the local authorities are maintained on 
‘cash’ as distinguished from ‘accrual’ basis, and their form is 
prescribed by the Provincial Govermnents, The differ- 
ence between the ‘cash’ and the ‘accrual’ basis is “that 
while the former takes the actual receipts and payments 
as the basis of account keeping, the latter is concerned 
with the claims accrued and liabilities incurred. The 
account officers in India do not take credit for a receipt, 
which though it has fallen due in particular year, has 
not been actually paid in it and do not show a charge 
as having been incurred unless money in payment 

thereof has been issued from the Treasury 

When we speak of income of a particular year, we mean 
the public revenues which have been collected during 
the period and not the dues which, properly speaking, 
ought to have been paid in it, and similarly the public 
e:menditure of a year is the sum total of the amounts, 
which have been paid to the creditors of the State, 
even though the liabilities, for which the payments have 
been made, were incurred in the previous years’’^. The 
system of cash accounts has merits of its own, but is 
liable to be abused in some cases. The local authorities 
can, by putting off the payments of certain biUs or dues 
convert an actual defiat into an apparent surplus or 
reduce the magnitude of the deficit and hide the serious- 
ness of the financial situation. Any tendency on the part 
of the local authorities towards carrying, as a matter of 
r^plat practice, the outstanding dues to the accounts 
of the next year in order to create a false sense of con?- 
fidence in the management of their Vandal affairs cm 
and ought to be curbed by a systan of efficient audit, 
Sotne eff the local authorities have acmally resorted to this 


^Vide Oyauchafld, Tie Finettchtl Sjstm of Indian pp. z^(>'4rj. 
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virtual fakificalion, of their accounts to cover up their finan- 
cial inefficiency. But in spite of this disadvantage the sys- 
tem of closing the accounts of the fiscal year on the last day 
of the year has the merit of enabling the public authorities 
to exhibit their financial position with commendable 
promptitude and treat the new year as a unit for bringing 
into account all receipts and expenditure of the public 
authorities. 

The form of accounts is, as stated above, prescribed 
by the Provincial Government and provides for a corres- 
pondence between the form in which the budget esti- 
mates are framed and that in which the financial trans- 
actions are posted in the account books. This corres- 
pondence is essential for reviewing the financial facts in 
the light of anticipations and seeing how far the latter 
have come true, and also for checking the receipts and 
expenditure from month to month during the course 
of the year and taking action if there is a possibility of 
the actual expenditure exceeding the amount provided 
fejr ti\ the sanctioned budget estimates. In order to 
ensure these results it is necessary to debit to each depart- 
ment the amount spent by it irrespective of the purpose 
for which it is spent. In the classification of eiqienditure 
under the various heads and sub-heads the purpose, for 
which the expenditure is incurred, has to be taken into 
account, but on the whole each department has its own 
allotment and has to keep within the limits set by it, 
and it is a distinct advantage to maintain the accounts 
in such a way as to show how far each spending authority 
is keying within its budget allotment. This basis of 
dassification is technically called ‘subjective’^ and is 
distinguished for the ‘objective’ basis of cli^ssification which 
rdates to the purpose for which the expenditure is 
incurred and not to the department which incurs it and 
is responsible for its regularity and economy. 

It is one of the most important functions of the 
Finance Departments to watch the central and provin- 
cial expenditure during the year and either check any 
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tendency to incut expenditure in excess of the budget 
allotments ot, when the excess is inevitable, to take steps 
to have the allotment increased by rcappropriations 
from one head to anothet or supplementary grants. A. 
few of the very large municipalities have got separate 
Finance Departments of their own, but most of them have 
to be content with an accountant or rather a clerk, one 
of whose duties is to keep accounts. The responsi' 
bhity for watching the progress of expenditure and anti- 
cipating the need for any supplementary measures rests 
upon the executive and the Board, which has, at its monthly 
or, in some cases, quarterly meeting, to pass accounts 
and compare them with the budget estimates. One 
of the defects which the audit of local accounts has, 
during the last decade, often brought to light is that the 
importance of this duty is not adequatdy appreciated 
and it is, therefore, not properly discharged. The uti- 
lity of the budget as the operative plan of financial ex- 
penditure depends upon the authorities adhering, as far 
as possible, to its provisions and making it the .centijal 
feature of the financial policy of the year. This holds 
good in the case of all public* authorities, howsoever 
Smited their income or the scale of dieir expenditure, and 
it is a matter of the utmost importance that local aaihoa- 
ties in India should realise how very necessary it is that 
there should not be any slackness in making the budget 
an effective instrument of financial policy. 

It has already been pointed out in Chapter V that 
the local authorities do not maintain proper capital 
accounts, jand the distinction between the capital and the 
revenue transactions is neither understood nor made an 
essential part of the system of local accounts. In a few 
cases in me accounts of the water-works, the capital and 
the revenue accounts are separately and properly main- 
tained. The Bombay Gty has, for exat^le, got a fairly 
accurate, though not a complete, system ofcapital accounts. 
In the Madras Presidency, since 1921, all ^e capiml and 
the revenue transactions of the local bodies are being 
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differentiated and exhibited in their published accounts. 
But taking. India as a whole, it can be stated there is a 
great deal of confusion in die local accounts owing to 
the capital and the revenue transactions being all mixed 
up together, and the absence of any proper system of 
classification of capital and revenue expenditure. 

This is a serious defect, and ought to be remedied. 
The discussion of the criteria of distinction between a 
capital and a revenue transaction involves a difficult 
question of accountancy which need not be dealt with 
here. But in the case of the remunerative enterprises 
of the local bodies or the enterprises entailing large 
capital outlay, it is, in the interest of good account- 
keeping, ^ absolutely necessary that there should be a 
proper system of capital accounts. All capital expen- 
diture of such undertakings, whether derived from the 
loan funds, the grants-in-aid or the local revenues 
should be separately shown in the accounts, and all 
charges on account of depreciation, replacement, 
interest and sinking fund liabilities together with, of 
course, the maintenance charges should be debited to 
the revenue accounts. This is all the more important 
because the devde^ment of local services will carry with 
it the necessity or the rapid development of local busi- 
ness enterprises with a view to enlarge local resources 
and provide public amenities. The continuance of the 
existmg confusion of theory and practice will cause no 
end of difficulties in the administration of these under- 
takings and should not be permitted. 

It is possible to go further and advocate the adtmtion 
of a system of cost accounting^ in the case of the larger 

1 “The root o£ the word ‘costV’ says a writer on Cost Accounting, 
“is said to be the same as that o£ the word ‘cash,’ and such root 
conveys the idea of fact, not of money. This being the case, one’s 
costing record should disclose/<if/j rather than mere financial informa- 
tion, such as is shown by the ordinary accounting system.” The 
aim of cost accounting is, he goes on to say, “to reduce cost and to 
construct bases for mtute comparison and other statistical uses.” 
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local aulliotiUcs in ofcler to maximise the benefit of local 
expenditure. The system of cost accounting is being 
very widely used in the United States of America and 
England and is considered very advantageous from the 
standpoint of true economy which, of course, consists 
not in the. reduction of expenditure, but in getting the 
best value for the money spent. The system of cost 
accounting must be supplementary to the system of 
general accounts and aim at ascertaining the cost of each 
working unit of local administration and weiglimg ex- 
penditure against results to see whether what may be 
called the principle of equa-marginal returns is being 
observed in local e^spenditure, i,e,, it should be used to 
make the local revenue go as far as possible by adjusting 
expenditure to ensure that its distribution is giving 
the best possible results. The introduction of the 
system win make the local accounts more complicated, 
and the decision to introduce it in a particular case ought 
to depend upon a careful consideration of the whole 
question, 6ut in India .we have to make use of every 
possible device to regulate our public expenditure on tlie 
basis of the maximum social advantage, and the system 
of cost accounting is likely to help us to attain this end. 
It ought to be added that any undue clabotation of 
the accounts of the local authorities, and specially the 
smaller local authorities, is to be deprecated. A good 
system of local accounts is to be regarded as a means 
to an end and not the end in its&. 

The audit of the accounts of all local authorities, 
except the Bombay Corporation, is conducted by a 
Department under &e control of the Provincial Govern- 
ment, Each Province has got its Local Fund Audit 
Department, which examines and reports on the accounts 


Tha maifl objects o£ costing by local authorities, according to him are 
guidance of £)ohcy> security against losses and discovery of weak points 
in admipistration, 

Vide J. H, Burton, Costing Sehmts for hotaH Atithonttes^, pp. 4-j. 
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o£ all local authoiities. In Bombay and Bihar and 
Orissa spepial Acts^ have been passed to provide for 
the audit of local accounts; and in the other Provinces 
there are provisions in the general Acts for the audit 
of local accounts by a Provincial Agency. Local audit 
is periodical and not continuous, i.e., the accounts of the 
local authorities ate audited by an officer of the Local. 
Fund Audit Department once a year, and oftener 
if possible, but are not audited and passed every month 
as is done in the case of the accounts of the Government 
of India and the Provincial Governments. Reports 
of the auditor ate submitted to the Provincial Govern- 
ment and also forwarded to the local authorities for 
action. Local authorities do not seem to have appre- 
ciated the necessity of taking these reports seriously and 
of adopting measures to remedy the defects pointed c^ut 
by the aufitor. In almost all the Provinces the com- 
plaint is that the reports are treated as formal documents 
of no practical importance and the same defects are found 
to exist from year to year. 

It is a matter of fundamental importance that the 
local accounts should be audited by an agency independent 
of the local authorities. It is the function of the auditor 
to see whether the principle of economy, regularity and 
order are observed in the conduct of financial affairs by 
the public authorities. But this function cannot be 
discharged well if the auditor looks upon himself, and 
is looked upon by the local authorities, merely as an ofl&cer 
whose duty it is to expose the financial sins of omission 
and commission of the local authorities. He has, of 
course, to point out defects in the local administration 
of financial affaits; but his duty does not end there. His 
duty is not only to criticise but also to help to guide the 
locm authotities in the proper management of their 
finances. It is the spirit in which he performs his duty 

1 (i) The Bombay Local Fund Audit Act, 1930. (a) The Bihar 
and Onssa Local Fund Act, 1:925. 

*9 * 
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and the view that he takes of tlie real purpose of his work 
which will enable him to inspire confidence ^ his ability 
to lead the local authorities through the maze of financial 
rules and regulations to the understanding of their real 
meaning and importance in the administration of local 
affairs. Ai). orderly management of finance requires 
that there should be framed a certain number of rules 
and bye-laws, but their unnecessary multiplication is 
an evil which has to be avoided and emphasis laid more 
on vital than on technical efficiency in the administration 
of local finances, i.e., the purpose of audit should be 
not so much to secure conformity to rules and regu- 
lations as to promote the ends of true economy and 
educate the local authorities in ihe appreciation of the 
utility and importance of independent audit of local 
accounts. 

Local authorities have, on the whole, demonstrated the 
necessity of strengthening local audit by more or less ineffi- 
cient management of their finances in the last two or three 
decades. In the local budgets provision has been made for 
non-recurring expenditure without making provision 
for the necessary recurring expenditure. The collection 
of taxes has been unsatisfactory owing to increasing pro- 
portion of the arrears to the total demand, and meir 
assessment has neither been efficient nor equitable. 
In a few cases balances have been unduly depleted, but 
in many others they have, as before, been unnecessarily 
large. Government orders and local bye-laws have not 
been observed, and the cases of short credits and over- 
payments have been regrettably common. The exis- 
tence of these and similar other drfects shows that it is 
necessary not only to strengthen audit but also to awaken 
the financial conscience of the local authorities, for with- 
out the latter the former will be of little or no avail in 
raising permanently their level of financial administra- 
tion, But efficient and independent audit, conducted 
in the tight spirit, can go a long way in bringing to light 
evik, the seriousness o£ whicn may otherwise not be 
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resized, and informing the whole local administration 
with a spirit of constructive self-criticism and constant 
endeavour to develop the local resources and turn 
them to the best account. The fact, that the local authori- 
ties already are dependent to a considerable extent on the 
grants for meeting their liabilities, and in the future this 
dependence is likely to be greater, makes it all the more 
important that the audit of the local accounts should be 
conducted by an agency under the control of the Pro- 
vincial Government. Grants-in-aid have, it has already 
been made clear, to play an important r 61 e in effecting 
those re-adjustments which are so very necessary in the 
interest of efficiency and integration of the system of local 
self-government. The auditor of local accounts will 
first have to understand, the purpose of grants himself 
and then examine their administration with a view to 
seeing how far that purpose is being realized in actual 
practice. Audit, tightly conceived and properly con- 
ducted, can be a v^ potent factor in the efficient manage- 
ment of all social and socialized undertakings. 

Balances of the local bodies have to be deposited 
either in the Government Treasuries or in the Imperial 
Bank. In a few cases they have been granted permission 
to deposit them in the Provincial Co-operative or the so- 
called Central Banks, which are also co-operative insti- 
tutions and serve the needs of the primary co-operative 
societies. Maintenance and management of the balances 
of the public authorities is a banking function, and 
has been taken over by the Reserve Bank. It is 
highly desirable that the public cash balances should be 
centralized and managed with a view to secure the great- 
est possible mobility and economy in tiiek use. The 
existing provision for having a common till for all pub- 
lic authorities is in the interest of financial stability and 
efficiency and ought to be continued. 

It is necessaty to constitute a Board in each Pro- 
vince for exercising supervisory and co-ordinating func- 
tion in local self-government in financial, as in all other. 
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mattets. The question of constituting such a Board 
has been under consideration for quite a, long time;i 
and though in one or two cases Boards with advisory 
functions have been formed, the idea of having a body 
with definite administrative functions has not material- 
ized. At present all matters, which will require the sanc- 
tion or come under the review of the Provincial Govern- 
ment are dealt with by the Secretary, Local Self-Govern- 
ment, Department who works under the orders of the 
Minister responsible to the Legislature. The ultimate 
control of, and responsibility for, local self-government 
must, of course, rest with the responsible Minister; 
but it is necessary that he, in the discharge of his duties, 
should be assisted and guided by those who, individually 
and collectively, may be expected to bring knowledge 
and experience to bear on the formulation and adminis- 
tration of policies. The Local Government Board, to 

1 The proposal for the creation of Local Government Boards 
was considered for Bengal in 1882, but negatived by the Secretary 
of State. Lord Morley referred to it in. his despatch of" the 2'7th 
November, 1908, observing that it should be considered “how fat, 
in each Province it would be desirable to create a department dealing 
exclusively with these local bodies, guiding and instructing them 
correcting abuses in a form analogous to the operation of the Local 
Government Board in this country.” The question came up for consi- 
deration before the Decentraliaation Commission in 1909 and was 
rriected by them. Indian public opinion has, all along, been in favour 
of the creation of such a Board and several Indian witnesses and Mr. 
R. C. Dutt, the only Indian member of the Decentralization Commis- 
sion, strongly supported the proposal, A Resolution was moved 
in the Imperial Legislative Council in 1914, recommending the crea- 
tion of Local Government Boards, In the Resolution of jorS the 
Government of India suggested for the consideration of the Pro- 
vincial Governments the constitution of “a central body which should 
co-ordinate the experience of the local bodies and. provide improved 
control and guidance.” In his despatch of the 20th November, 
1918, the Secretary of State referred to this proposal hut pointed out 
that the Board could only perform advisory functions, and could not 
take the place of the permanent establishment of trained officials 
and experts. In the Provinces in which the Local Government Board 
has been bonstitutedit, as stated in the text, is a purely advisory body. 
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give it a convenient name, ought not to be a department 
of the Government in the otdinaty sense of the wotd. 
It should be given an independent status and a large 
degree of discretion within very wide limits. The 
Minister should be competent to override its decisions 
and assume full responsibility for the enunciation of the 
policy and action; bu^ ordinarily, he should depend upon 
influencing its decisions rather than controlling them, 
and that influence should be exercised from within and 
not from without. The Board, in other words, ought 
to be conceived as an institution, one among others, 
by which new ideals of government and self-government 
have to be realized. The full evolution and dEFectiveness 
of these institutions will, owing to their experimental 
character, be a question of time and experience; but if 
the end in view is clearly envisaged and home in mind, 
it will perhaps not be too much to expect that in due 
course instruments of considerable degree of efficacy 
will be forged for the purpose of social co-ordination and 
integration. 

The function of Local Government Boards, in the 
financial sphere, should be to guide, stimulate and co- 
ordinate the activities of the local authorities; but that 
will necessarily involve a certain amount of control, 
which, if exercised with due regard to its purpose, will 
have to be reduced to a minimum. The Provincial 
Governments have had to take drastic steps of suspending 
and superseding a number of Municipalities and Dis- 
ttict Boards in the last two decades owing to the malad- 
ministration of their finances. This power will have 
to be reserved to the Provincial Government in the 
future; and generally used only on the advice of the 
Local Government Board. But the success of the Board 
will be measured by the extent to which it renders the 
recourse to these sanctions unnecessary and^ develops 
a technique by which it will rectify defects instead of 
penalizing the local bodies for ^ deKiuks. It wiU have 
to remain in constant touch with local administration 
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of finances ihrough its slaff of experts and bring home 
to them the need for takmg action when there are grave 
dangers ahead- But it will do more than that; it will 
evolve policies for the guidance of the local authorities 
and pilot them through the years of strenuous develop- 
ment which Ue in front of us. 

The Local Government Board will have to frame, 
with the help of the Education, the Healdi and the 
Roads Departments, programmes of development and 
devise measures for putting them into effect. The fullest 
development of taxation and the right policy with regard 
to loans and the grants-in-aid will have to be ensured, 
and in the administration of the sources of revenue and 
services a high standard of efficiency will have to be main- 
tained. Most of the Provinces have their Road and 
Public Health Boards. It may perhaps be even necessary 
to have the Provincial Education Boards. These 
Boards will be mote or less advisory bodies; but if their 
advice is given the weight which it ought to, they will 
give it with a due sense of responsibility and on a full 
consideration of facts and the ends in view. But the 
administrative supervision over the local bodies ought 
to be exercised by the Local Govermnent Boards in all 
matters concerning revenue and expenditure, as, of course, 
in all other matters; and it ought to be the agency through 
which the fullest and well-co-ordinated development 
of local self-government is to be secured. 

The constitution of the Local Government Board 
is a matter which calls for very careful consideration. 
This Board is not to be one of the advisory committees 
which are often established by mioisters of departments 
for the purpose of reference and consultation. It will 
exercise continuous control and guidance through its 
own perm^ent staff and occupy a position of special 
responsibility in the system of provincial administration. 
A Board of five members, one of whom should be minister 
of Local Self-Government, will probably do for the 
purpose. Three other members of the Boards should 
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fcpfcseflt- the experience of aclual administration of the 
local authorities, two of the rural and one of tlie urban 
authorities. The fifth member should be die Chief 
Auditor of Local Accounts, who will, through the dis- 
charge of his professional duties, acquire a good insight 
into, and intimate knowledge of, the financial adminis- 
tration of the local authorities, and be able to give valuable 
advice and assistance to the Board in the execution of 
its function. The Minister will, of course, be the Chair- 
man of the Board and guide its deliberations. But the 
three members, who will be expected to have first-hand 
knowledge of the problem and facts of local adminis- 
tration, will provide the realistic element necessary 
for the successful working of the Board. The Board 
wiU, it may be repeated, be an organ of control, guidance 
and development and have to experiment with various 
methods baore it attains full degree of functional effi- 
ciency. 

This concludes our discussion of almost all the 
major problems of local finance.. These are not, it ought 
to be obvious by now, the problems of finance in the 
narrow sense of the word; they are really problems of 
national reconstruction. In the solution of thesb prob- 
lems we have, therefore, to bear in mind their supreme 
importance from the wider standpoint. Local self- 
government is to be the foundation of our national 
self-government and a means for securing the fullest 
devdopment of social services. These two objects are 
of co-ordinate importance, and though at times they are 
Ekdy to lead to the adoption of conflicting policies, 
there is not only no inherent disharmony between them, 
but they ate mutually complementaiw and have to be 
viewed as such. The fullest possible development of 
local self-government will also involve the fullest develop- 
ment of local services and will, of coutse, necessitate the 
fullest development of local resources and the mainten- 
ance of high level of financial efficiency. 
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APPENDIX XIX 


'Extract from the Keports of Citizens Commutes on tbs Finances 
of Pennsjlvama 

Principles which should govern the granting of funds to local 
school districts : — 

I. Eqaaliv^ation of Ability — State aid should be distributed in 
such a way as to ensure a good school to every community upon a 
reasonable tax rate. This may be done by making state aid dependent 
upon the amount of property taxable for schools but in inverse 
proportion. 

a. Eeward for Effort — ^It ought also to stimulate every school 
district to have better schools, thereby constantly raising the standard 
of education and promoting the continual progress of the life of 
all the people in the state. Adjusting State aid to the number of 
.mills levi9i within the maximum and minimum limit prescribed by the 
State wiU assist in bringing about such a result when properly safe- 
guarded. 

j, Special Aid — ^It also ought to reward the distiict that takes 
a new and approved step in an efficient manner because of the meri- 
torious action that such a step indicates. Direct grants for specific 
accomplishments will realiae this end. 

4. Equality of Opportunity for All Children — ^It should do all 
these things, not only to protect the state from ignorance in the exer- 
cise of th^ ballot and to provide leaders, but also to promote in 
every possible way the individuai welfare of every individual in the 
State. In applying these principles to schools, it means that all forms 
of aid should be utiUzeti in such a manner as to guarantee for each 
child that education which will best fit him for life, irrespective 
of the particular community in which he may happen to live, 

*j. Self-Determination of Action — State aid should also be dis- 
tributed in such a way as to promote the efficient participation of 
citizens in the exercise of citeenship. The converse of this pro- 
position is that it should not be so administered as to promote 
bureaucratic control in either state, counliy or local education offices. 
This can be accomplished, if, on the one hand, the withholding of 
funds by state officers is exercised only to point out the seriousness 
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of the shoitcomiag, aad, on the other hand, light action on the part 
of local districts unfailingly meets -with its reward. ^ 

The facts are that, m a fairly large number of communities 
of every state, we need a change in the attitude of the citizens towards 
the schools. These communities can frequently be led to change 
their ideas and to substitute right action over a sulBdently long 
period of years to bring about a fundamental change in their attitude 
towards the benefits of education. That which the citizen learns 
through the operation of his own action becomes established, while 
that which is forced upon him against his will he opposes. It is, 
therefore, fundamental in state aid that we leave final decisions pro- 
vided the minimum and maximum standards fixed by state laws are 
observed, to the local communities and allow them to choose what 
they think is best. Such standards should ordinarily, however, 
permit of considerable range for freedom of action. If this is done 
we have stronger agencies in the making of a better government and 
a better society. 

6. All Duirlets EmuraieJ~T£ the system of state aid is work- 
ing properly, not only are the most advanced districts encouraged, 
aud thus the entire body kept moving, but all those districts which 
arc lagging behind are constantly stimulated to come up to the stan- 
dards that have already been adopted through the experience of the 
more progressive. 
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